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ABSTRACT 


The  objective  of  this  thesis  is  to  review  the  management 
control  system  of  the  Units  d  States  ttavy  Plight  Operations 
(OFC-01)  funds  at  the  Headg uart ers,  Commander,  Naval  Air 
Porces,  U. S.  Pacific  Fleet  (CNAP)  .  Data  was  collected  from 
OFC-01  funds  administrators,  obtains!  through  field  visits 
and  telephone  interviews,  and  compared  with  Type  Commander 
directives;  and  research  on  management  control  systems. 
Specific  areas  described  in  the  research  included  the 
administration  and  flow  of  OFC-01  funds,  the  Budget  OPTAR 
Report,  and  the  Navy  Plying  Hour  Program. 

The  conclusions  contained  in  this  thesis  provide  an 
evaluation  of  the  strengths  and  weaknesses  of  the  OFC-01 
management  control  system.  Strengths  include  a  well 
developed  information  system,  an  established  financial 
structure,  and  a  strong  structural  organization.  Weaknesses 
include  a  flow  of  funds  that  does  not  follow  the  operational 
chain  of  command  and  a  lack  of  formal  feedback  from  CNAP  to 
the  squadron  level.  Specific  recommendations  are  provided 
to  improve  the  management  control  of  DFC-01  funds. 


T1BLB  OF  Z OHTENTS 


I.  INTRODUCTION . 10 

A.  BACKGROUND . 10 

B.  SCOPE . 13 

C.  OBJECTIVES . 14 

D.  METHODOLOGY . 14 

E.  ORGANIZATION . 15 

II.  MANAGEMENT  CONTROL  MODEL . 16 

A.  INTRODUCTION . 16 

1.  General . 16 

2.  Management  Control . 16 

B.  CONCEPT  OF  CONTROL . 18 

1.  Definition  of  control . 18 

2.  Control  System  Characteristics  .  18 

C.  MANAGEMENT  CONTROL  IN  OR3HNIZATIONS  .  20 

1.  General . 20 

2-  Design  of  Control  Systems  .  .  .  .  ....  21 

3.  Goals  and  Objectives . 29 

4.  Measurement  Devices  .  31 

5.  Performance  Monitorin?  and  Appraisal  ...  33 

D.  SUMMARY . 36 

III.  MANAGEMENT  CONTROL  OF  FLIGHT  OPERATIONS  (OFC-01) 

FUNDS . 38 

A.  INTRODUCTION . 38 

B.  FINANCIAL  RESPONSIBILITY . 38 

C.  DEFINITION . 39 

D.  ADMINISTRATION  OF  OFC-01  FlJNDS . 39 

E.  FLOW  OF  OFC-01  FUNDS . 40 

F.  THE  MEASURING  DEVICE . 41 

1.  General . 41 


5 


3 


2.  Operating  Target  (OPTAR) . 41 

3.  Obligations . 42 

4.  Budget  OPTAR  Report  (BOB)  . 43 

G.  MEASURING  PERFORMANCE . 45 

1.  The  Navy  Flying  Hour  Program . 45 

2.  Flying  Hours . 45 

3.  Cost  Per  Flying  Hour . 47 

H.  STAFF  MANAGEMENT . 49 

1.  Fleet  Accounting  and  Budget  Officer  ...  49 

2.  OFC-OI  OPTAB  Records  deeper . 49 

3..  Internal  Review . 50 

I.  .SUMMARY . 51 

IV.  COMPARISONS . 53 

A.  GENERAL . 53 

B.  CHARACTERISTICS  OF  CONTROL  SYSTEMS  .  53 

1.  Essential  Elements . 53 

2.  The  Organization  as  a  Total  System  ....  55 

3.  Gcal  Congruence . 56 

4.  Financial  Structure . 56 

C.  CONTROL  IN  ORGANIZATIONS . 57 

1.  Design  of  Control  Systems . 57 

2.  Goals  and  Objectives . 62 

3.  Measurement  Devices . 64 

4.  Performance  Monitoring  and  Appraisal  ...  65 

D.  SUMMARY . 68 

V.  CONCLUSIONS  AND  RECOMMENDATIONS . 69 

A.  GENERAL . . . 69 

B.  FIDUCIARY  OF  MANAGEMENT  CONTROL? . 69 

C.  COMPARISONS:  STRENGTHS . 71 

1.  Specific  Operational  Objectives . 71 

2.  Well  Developed  Information  System  ....  71 

3.  Strong  Structural  Organization . 71 


6 


4.  Planned  Activity  Measures . 72 

5.  Financial  Structure . 72 

D.  COMPARISONS:  WEAKNESSES . 72 

1.  Lack  of  Squadron  Participation . 73 

2.  Lack  of  Feel  back . 73 

3.  Lack  of  Appraisal . 73 

4.  Flow  of  Funis  . . 74 

5.  Span  of  Control . 74 

6.  Inadequate  Standard  of  Performance  ....  74 

E.  SUMMARY  OF  CONCLUSIONS . 75 

F.  RECOMMENDATIONS . 76 

1.  General . 76 

2.  Flow  of  Funis . 77 

3.  Performance  Appraisal . 79 

4.  Revised  Budget  OPTAR  Report  (BOR|  ....  80 

5.  Performance  Measures  . . 84 

6.  Feedback  to  Operating  Units  .  85 

G.  SUMMARY  OF  RECOMMENDATIONS . .86 

H.  SUGGESTIONS  FOR  FUTURE  STUDY . 86 

I.  SUMMARY . 87 

APPENDIX  A:  THE  FEDERAL  BUDGET  PROCESS . 89 

A.  EXECUTIVE  FORMULATION  AND  TRANSMITTAL  ....  89 

B.  CONGRESSIONAL  ENACTMENT . 91 

C.  BUDGET  EXECUTION  AND  CONTROL . 93 

D.  REVIEW  AND  AUDIT . 93 

APPENDIX  B:  AUTHORIZED  0FC-01  FUND  EXPENDITURES  ....  94 

APPENDIX  C:  NAVY  FLYING  HOUR  PROGRAM . 95 

A.  PURPOSE . 95 

B.  BACKGROUND . 95 

C.  FLEET  PROGRAMS . 96 

D.  TACAIR/ASW  (SCHEDULE  A) . 96 

1.  FORCES . 96 


7 


r. 


2.  CHEW . 96 

3.  BOOHS  . .  96 

4.  COMPUTATIONS .  97 

E.  FLEET  BEADINESS  SQUADRONS  (SCHEDULE  B)  .  .  .  98 

1.  CATEGORY .  98 

2.  HOURS .  99 

F.  FLEET  TACTICAL  SUPPORT  (FPS)  (SCHEDULE  C)  <  .  99 

1.  HOURS .  99 

2.  FORCES . 99 

3.  COMPUTATION .  99 

G.  UNDERGRADUATE  PILOT  TRAINING  (OPT) .  99 

H.  STATE  OF  READINESS .  99 

I.  CINCDSNAVEUR/CNO/CMC  PROGRAMS . 100 

APPENDIX  D:  GLOSSARY  OF  ACRONYMS  . . 101 

BIBLIOGRAPHY . ' . 102 

INITIAL  DISTRIBUTION  LIST .  105 


8 


LIST  OP  FIGURES 


2.1  A  SOCIO -TECHNICAL  SYSTEMS  MDDEL . 22 

2.2  BUDGETING  CONTROL  FEEDBACK  MODEL . 26 

3.1  BUDGET  OPTAR  REPORT . 44 

5.1  REVISED  OPC-01  BUDGET  OPTAR  REPORT  (BOR)  ....  82 

5.2  INSTRUCTIONS  FOR  REVISED  OFC-01  BOR . 83 


I*  HXBQBIUXIS& 


km  BACKGROUND 

Within  the  Department  of  the  Navy  operating  force 
structure,  the  Commander,  Naval  Air  Forces,  United  States 
Pacific  Fleet  (CNAP)  and  the  commander.  Naval  Air  Forces, 
United  States  Atlantic  Fleet  (CN AL|  serve  as  aviation  Type 
Commanders  (TYCOMs)  .  Their  primary  mission  is  to  train  and 
support  aviation  forces  (including  Marine  air  forces)  in 
order  to  fulfill  the  operational  requirements  of  their 
respective  superior  Fleet  Commanders.  The  budgeted  cost  of 
each  aviation  TYCOM  to  provide  that  support  for  fiscal  year 
1982  (FY  82)  is  in  excess  of  $1  billion. 

The  funds  utilized  by  CNAP  and  CN AL  to  support  their 
various  aviation  and  other  supported  units  are  provided  by 
th9ir  respective  superior  Fleet  Commanders,  that  is  the 
Commander-in-chief,  United  States  Pacific  Fleet  (CINCPACFLT) 
ar.d  the  Commander-in-Chief,  United  States  Atlantic  Fleet 
(CINCLANTFLT)  .  CNAP  and  CN  AL  are  expanse  limitation  holders 
for  the  funds  they  receive  and  maintain  legal  responsibility 
under  Section  3679,  Revised  Statutes,  for  the  largest 
portion  cf  their  budgets.  Both  Type  Commanders  issue 
Operating  Budgets  (OBs)  to  themselves  in  order  to  finance 
headquarters  staff  and  other  centrally  administered  costs 
such  as  ship  and  squadron  operations  and  temporary 
additional  duty.  Naval  air  stations  and  shore  activities 
under  CNAP's  and  CNAL's  administrative  command  are  granted 
separate  OBs  for  base  operations  and  are  issued  reimbursable 
orders  for  Flight  Operations  funds. 


ID 


Air  stations  and  shore  activities  manage  their  funds  in 
accordance  with  the  guidance  provides  in  Financial 
Man aceaert  !Ha£2)l££SS  (Da  partmentaL  and  Field  Activities) 
(NAVSO  P-3006).  The  operating  forces  are  guided  by 

flaiiaaajaas  E£12<1££S2  Operating  Forces)  (NAVSO 
P-3013).  Additional  financial  management  and  information 
systees  guidance  is  provided  by  the  Chief  of  Naval 
Operations  (CNO)  and  CINCPA  CFLI/CINCLANTFLT.  The  guidance 
provided  for  the  aanageaeat  of  resources  for  operating  units 
(departmental  and  field  activities  and  operating  forces) 
provides: 

(1)  monetary  and  quantitative, iijf oeaajior  that  will  enable 
managers  to  effectively  and  efficiently 
made  available  ; 


(2)  operating  budget 
management  that  de 
effective  coordina 


levels  of 
necessary  for 


et  grantors  and  pther 

fi;ee  of  information  n<  _  _ 

ion  and  control  of  resources;  and 

(S^fgr  the  determination  of  the  cost  of  operations  of  an 
activity  m  terms  of  the  total  resources  consumed  or 
applied.  (NAVSO  P-3036,  1975,  p.  1-3) 

To  facilitate  the  management  and  accumulation  of  cost 

data  based  on  the  nature  of  an  expense,  funding  for 

operating  forces  is  divided,  in  part,  into  OPTAR  Functional 

Categories  (OFCs).  Examples  of  OFCs  are  OFC-OI  -  Flight 

Operations  and  OFC-50  -  Aviation  Fleet  Maintenance.  The 

OFCs  are  further  stratified  by  Fund  Code.  Fund  Codes  are 

two-digit  codes  (e.g.,  7B,  7F,  9J)  relating  to  a  Five  Tear 

Defense  Program  and  the  appropriate  expense  element 


(C3MNAVAIRLANTINST  7  310.  13,  1990,  p.II-2). 

Flight  Operations  (3FC-01)  funis  are  those  funds,  and 
costs,  associated  with  the  operation  of  aircraft,  ofc-01 
funds  are  provided  to  support  petroleum,  oil  and  lubricants 
(POL),  and  other  flight  operations  requirements.  Management 
of  those  funds  is  the  responsibility  of  the  Staffs  at  CNAP 
and  CNAL.  To  ensure  adherence  to  CNO  financial  guidance, 
the  CNAP  and  CNAL  Staffs  continuously  review  budget 
performance,  both  by  activity  and  by  funding  category. 


They  subnit  aonthly  reports  on  the  status  of  Plight 
Operations  costs  to  CNO  (OP  510).  Tha  reports!  Plight 
Operations  information,  along  with  calated  information  on 
Aviation  Pleat  Maintenance  (AFH)  funis,  is  used... "in  CNO  to 
monitor  Flying  Hcur  Program  execution,  to  generate  a  factor 
input  for  future  programs  md  to  respond  to  high  level 
inquiries  and  await  reviews.  It  is  of  utmost  importance 
that  it  be  accurate  and  timely"  (OPNAVINST  7313.  ID,  1980, 
p.3 )  .  The  information  usai  in  CN3  to  monitor  tha  Plying 
Hour  Program  (FHF)  by  reviewing  tha  aonthly  Plying  Hour  Cost 
Report  (FHCR)  ,  is  taken  from  tha  Buiget  OPTAR  Reports  (BORs) 
submitted  to  CHAP  and  CNAt  by  aviation  units  with  Operating 
Targets  (OPTAfis) . 

The  BOR  is  categorized  by  OFC  with  a  separate  report  for 
each  OFC  and  further  stratified  by  fund  code.  The  OFC-01 
BOR  reports  the  following  information  required  for  the 
proper  management  of  Flight  Operations  funds; 

(1)  cumulative  obligations, 

(2)  hours  flown  during  the  month  by  applicabla  aircraft 
type  equipment  code  (TECl  , 

(3)  cumulative  flight  hoars  flown  for  the  fiscal  year  to 
date  (FYTD )  by  applicable  TEC,  and 

(4)  gallons  of  fuel  consamed  during  the  report  month. 

Because  of  the  BOR’s  importance  in  the  financial  management 
control  system  for  Flight  Operations  (3FC-01)  funds,  the 
accuracy  of  the  flight  operations  information  on  the  BOR  is 
critical  in  supporting  a  successful  Flying  Hour  Program 
(PH P) .  However,  based  on  discussions  with  CNAP  Staff 
personnel,  it  appears  that  the  infornation  provided  to  CNO 
does  net  totally  meet  the  stated  criterion  of  accuracy. 
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This  pes«s  at  least  two  important  questions: 

(1)  What  is  tha  impetus  for  Squadron  Commanders  to  compare 
squadron  performance  with  tha  2ND  budgeted  cost  per 
hour  ? 

(2)  what  can  be  done  to  ensure  correct  fuel  consumption 
data? 

This  thesis  takas  a  critical  look  at  these  two  questions  by 
investigating  the  CHAP  management  control  system  for  OFC-01 
funds. 

B.  SCOPE 

This  thesis  reviews  tha  management  control  of  Flight 
Operations  (OFC-01)  funds  at  CNAP.  The  FY-82  CHAP  budget 
calls  for  the  expenditure  of  $522  million  for  Flight 
Operations  support.  Combined  with  tha  Aviation  Fleet 
Maintenance  (AFM)  budget  of  nearly  $200  million,  direct 
aircraft  support  costs  account  for  approximately  66.8 
percent  of  CNAP's  annual  budget.  This,  effective  management 
of  these  funds  is  crucial  to  the  proper  allocation  and 
utilization  of  CNAP  resources. 

Although  very  much  related,  an  analysis  of  the 
management  control  of  AFM  funds  is  not  within  the  scope  of 
this  thesis.  Since  OFC-01  and  AFM  costs  are  combined  to 
produce  direct  aircraft  support  costs  (e.g.,  total  cost  per 
flying  hour),  there  are  many  common  problems  in  their 
management  control  systems.  For  a  rsview  of  the  management 
control  system  for  AFM  funis  tae  reader  is  invited  to  see 
the  NPS  theses  on  the  subject  by  Heily  and  Sheppard  (1980) 
and  Bozin  (1981 )  • 
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Relating  to  the  questions  posei,  the  specific  objectives 
of  the  thesis  are: 

(1)  To  develop,  from  the  accounting  and  related 
literature,  a  management  control  model; 

(2)  To  describe  the  management  control  system  for  Flight 
Operations  (OFC-OI)  funds  used  by  the  staff,  CNAP; 

(3)  To  compare  the  control  system  presently  utilized  at 
CNAP  to  the  model  da? eloped  from  the  accounting  and 
related  literature;  and 

(4)  To  provide  conclusions  and  recommendations  based  on 
that  comparison. 

D.  BET HODO LOG! 

The  thesis  contains  the  information  necessary  to  develop 
a  complete  description  of  the  management  control  system  for 
Flight  Operations  (OFC-311  funds  at  the  Headquarters,  CNAP 
and  to  develop  a  valid  management  control  model  based  on  the 
accounting  and  related  literature.  The  information 
collected  and  reviewed  included  current  Navy  instructions 
and  directives  pertaining  to  Flight  Operations  (DFC-01) 
funds,  management  control  literature,  and  previous  studies 
of  Type  Commander  funds  accounting  and  management, 
particularly  the  theses  on  the  management  control  of 
Aviation  Fleet  Maintenance  funis  by  Reily  and  Sheppard 
(1980)  and  Bozin  (1981).  ?isit3  to  tie  Headquarters,  CNAP 
and  oral  and  written  correspondence  with  CNO,  CNAP,  and  CNAl 
Staff  personnel  were  vital  to  the  information  collection 
process  and  provided  immeasurable  assistance  in  reviewing 
th9  current  instructions,  policies  aid  procedures. 


B.  OHGARXZATIOI 


The  thesis  is  divided  into  five  chapters. 

Chapter  One  provides  an  introduction  to  the 
organizational  structure  of  the  aviation  Type  commanders,  a 
brief  explanation  of  the  importance  of  valid  flight 
operations  information,  the  scope  to  the  thesis,  the 
objectives  of  the  thesis,  and  the  methodology  used  in 
writing  the  thesis. 

Chapter  Two  attempts  to  develop  an  acceptable 
management  control  model  based  in  the  accounting  and  related 
management  literature.  Management  control  is  defined,  the 
characteristics  cf  controL  in  organizations  are  discussed, 
and  the  necessity  for  adeguate  management  control  in  the 
effective  and  efficient  use  of  resources  is  demonstrated. 

Chapter  Three  describes  the  management  control  system 
for  Flight  Operations  (3FC-01)  funds  used  by  the  staff. 
Commander,  Naval  Air  Forces,  United  States  Pacific  Fleet 
(CSAP). 

Chapter  Four  provides  comparisons  between  the  management 
control  sytem  developed  in  the  model  and  the  management 
control  system  for  OFC-01  used  by  the  Staff,  CNAP. 

Chapter  Five  presents  conclusions  drawn  from  the 
comparisons  made,  the  strengths  and  weaknesses  of  the  CNAP 
management  control  system  for  DFC-01  funds,  and 
recommendations  to  improve  the  management  control  of  OFC-01 
funds.  Finally,  the  chapter  indicates  two  areas  for 
possible  future  study. 


n.  AM1SS9UX  C2BS82&  8SfiSI> 


A.  IHTRODUCT ION 

i •  aaaatal 

The  purpose  of  this  chapter  Is  to  develop  a 

■anagement  control  model  based  in  the  accounting  and  related 

literature.  The  model  developed  is  only  one  representation 

of  a  management  control  system.  As  Euske  has  pointed  out: 

There  is  no  definitive  model  of  management  control.  Why? 
Dne  reason  is  that  the  theory  upon  which  all  of  the  models 
are  based  is  weak.  Any  particular  element  or  relationship 
could  be  questioned  ana  possibly  diagrammed  differently, 
because  there  are  competing  explanations  for  what  happens 
(  1982,  p.5). 

The  chapter  consists  of  three  parts.  First, 
management  control  is  defined  and  its  importance  in 
organizations  is  explained.  Part  two  discusses  the  concept 
of  control  and  identifies  various  characteristics  of 
management  control  systems.  Finally,  management  control  in 
organizations  is  discussed  in  detail.  specific  items 
covered  include  design  of  control  systems,  goals  and 
objectives,  measurement  devices,  and  performance  monitoring 
and  appraisal. 

2.  teaaaai&afc  £°&£E2i 

a.  Management  Control  Defined 

Management  control  as  it  is  known  today  has  its 
roots  in  the  scientific  management  movement  of  the  late 
nineteenth  and  early  twentieth  centuries  (Houck,  1979).  The 
major  emphasis  in  management  control  is  on  efficient  and 
effective  use  of  resources.  As  Anthony  and  Herzlinger  point 
out  management  control  is  the  process  by  which  management 
assures  that  the  organization  carries  cut  its  strategies 
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effectively  and  efficiently"  (1980,  ?.3).  It  focuses  or.  the 
planning  and  conduct  of  functional  activities 
and .. ."addresses  itself  to  the  pragmatic  planning  and 
evaluation  of  functional  operations  with  the  specific 
objective  of  establishing  and  maintaining  efficient  conduct 
of  interrelated  activities  of  an  organization 
and. . .effectiveness  of  resources  based  on  clearly 
established  standards  and  guidelines"  (Houck,  1979,  p.211). 

b.  The  Need  For  Management  control 

There  are  at  least  four  key  reasons  for 
management  control  in  organizations. 

First,  in  carrying  out  its  work,  management  must 
make  choices  or  decisions.  To  contribute  to  good  decision 
making  the  information  and  control  system  must  get  the  right 
information,  in  an  understa ndao Is  form  and  amount,  to  the 
individual  or  individuals  who  need  it  (Lawler  and  Rhode, 
1976)  , 

Second,  coordinating  and  controlling  the 
activities  of  members  of  o c  ganizatioi  s  are  difficult  tasks. 
Coordinating  those  activities  inevitably  leads  to  some  type 
of  control  (Lawler  and  Rhode,  1976). 

Third,  management  must  have  reports  for  its  own 
use  and  it  must  generate  reports  for  outside  parties 
(Anthony  and  Herzlinger,  1980). 

Finally,  management  mu3t  do  what  it  can  to 
assure  that  resources  are  used  efficiently  and  effectively 
(Anthony  and  Herzlinger,  1  980). 


B.  CONCEPT  OF  CONTROL 

i-  si  ssn&csl 

Control  has  been  variously  defined  as  : 

(1)  the  process  by  which  management  assures  that  resources 
are  acquired  and  utilized  to  accomplish  organizational 
goals  (Anthony  and  dsrzlingec,  1980); 

(2)  the  monitoring  of  plans  and  pinpointing  of  significant 
deviations  front  the*  (Bobulinski,  1981)  ; 

(3)  the  methods  and  procedures  which  ensure  the  efficient 
and  effective  use  of  all  resources  (input)  in  relation 
to  mission  performance  (output) 

( NAVSO  P-3006-1,  1975)  ; 

(4)  the  process  of  trying  to  achieve  conformity  between 
goals  and  objectives  (Copeland  and  Oascher,  1974) ;  and 

(5)  The  rules  and  repetitive  porcedures  that  provide  for 
data  accumulation  and  communication  aimed  at 
facilitating  decision  making  (Horngren,  1977). 

The  common  element  in  these  and  other  definitions  of  control 
is  a  decision  making  process  that  supports  the  efficient  and 
effective  use  of  resources. 

2.  Contygl  System  C^a : act = fistic 3 

A  review  of  the  literature  indicates  that  to 
sucsessfully  implement  a  given  course  of  action  and  to 
effectively  use  the  resulting  feedback,  a  management  control 
system  must  have  at  least  four  important  characteristics. 

First,  any  control  system  has  at  least  five 
essential  elements: 

(1) ,an  information  sy3tea  that  records  the  progress  of  an 

activity, 

(2)  , a  structural  organization  element  to  which  the 

activity  is  assigned. 
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(3)  a  formal  reporting  document  for  generating  " feedback*' 
*•  "■  the  organization  unit, 

a  planned  or, predatac einad  activity  measure  against 
ch  actual  achievement  measures  ran  fie  compared,  ana 


(5)  a  decision  making  capability  th 
organization  unit  to  take  action  th 
achievement  level  in  line  with  the 
1979,  p.3). 


at  exists  yithin  the 
at  will  bring  the 
planned  level  (Houck, 


Second,  a  formal  manage mant  control  system  is  a 


total  system  in  the  sense  that  it  embraces  all  aspects  of 


the  organization's  operation  (Anthony  and  Herzlinger,  1980). 
As  Amey  points  out. 


A  system.  ..behaves  as  a  whole,  the  changes  in  every 
element  are  dependent  on  all  the  others. ...  You  cannot  sum 
up  the  behavior  of  tha  whole  from  the  isolated  parts... you 
have  to  take  into  account  tha  relations  between  the 
various  subordinated  systems  and  the  systems  which  are 
super-crdinated  to  them  in  order  to  understand  the 
behavior  of  the  parts  (1979,  p.63) . 


Third,  control  systems  help  provide  goal  congruence 
and  incentive  through  the  use  of  technical  tools  (e.g., 
budgets,  standards,  formal  measures  of  performance)  that 
provide  information  and  feedback  (Horngren,  1977).  Lawler 
and  Rhode  would  call  this  "influencing  behavior";  a  crucial 
aspect  of  any  control  system  (1976,  ?.6). 

Finally,  management  control  systems  are  built  around 
a  financial  structure;  that  is,  resources  are  expressed  in 
monetary  units  (Anthony  and  Herzlinger,  1980).  Anthony  and 
Herzlinger  write: 


Honey  ns  the  only  common  denominator  by  means  ?f  which  the 
heterogenous  elements  of  resources  can  be  combined  ana 
compared. .. .Th e  accounting  system  provides  a  unifying  core 
to  which  other  types  of  information  can  be  related  (1980, 

p .  18)  . 


From  the  four  control  system  characteristics,  it  can 
be  seen  that  management  control  systems  are  concerned  with 
the  organization  as  a  whole.  The  focus  of  the  management 
control  system  is  on  using  some  abstract  form  of  reality 
such  as  financial  information  as  a  common  denominator  in 


establishing  goals,  monitoring  performance,  measuring 
performance,  rewarding  satisfactory  performance,  and 
revising  the  initial  goal3  and  plans. 
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C.  H1VA0EHSHT  CONTROL  IN  ORGANIZATIONS 


1  •  S1&2C&L 

Management  control  in  organizations  is  an 

organization-wide  effort.  Euske  states: 

Management  control  deal3  with  a  limited  number  of 
variables  that  tend  to  be  internal  to  the  organization. 
Also,  the  variables  ace  related  to  a  relatively 
well-defined  set  of  predictable  problems  or 
situations. ...  The  primary  involvement  in  management 
control  is  by  line  managers  and  top  management.  They  are 
the  individuals  whose  perforiar.ee  is  measured  by  the 
management  control  system.  The  line  managers  are  also  the 
individuals  who  must  influence  the  other  line  managers  in 
light  of  the  data  drawn  from  the  management  control 
system. 

siven  the  focus  of  management  control  and  the  variables  in 
it,  the  data  for  manageient  control: 

(1)  tends  to  be  in  monetary  term3, 

(2)  tends  to  be  internally  oriented  and  historical, 

(3)  results  from  clearly  defined  sets  of  problems,  and 

(4)  tends  to  be  rhythmic  in  nature.  (1982,  pp.  6-8). 

A  large  part  of  the  organization-wide  effort  in 

controlling  an  organization ..."  depends  on  knowing  how  to 
manage  human  resources  effectively  -  in  selecting  staff,  in 
dealing  with  human  error,  in  introducing  organization 
changes,  in  motivating  people  to  better  efforts,  and  in 
training  and  guiding  people"  (Mockler,  1972,  p.9).  In  ord®r 
to  manage  those  human  resources  effectively,  the 
organizational  structure  and  control  system  must  fit  the 
needs  of  its  employees  (Sibson,  19751.  If  the  structure  and 
control  system  are  at  odds  with  the  needs  of  its  employees, 
employees  may  behave  in  ways  that  look  good  in  terms  of  the 
control  system  measures  bat  that  ace  dysfunctional  as  far  as 
the  generally  agreed  upon  goals  of  tne  organization  (Lawler 
and  Rhode,  1976).  Thus,  when  one  looks  at  the  different 
aspects  of  management  control  in  organizations,  human 
resources  must  be  considers d  a  vital  slement  in  the 
environment  surrounding  ths  control  system. 


This  section  of  the  thesis  looks  at  four  aspects  of 
control  in  organizations: 

(1)  the  design  of  control  systems, 

(2)  goals  and  objectives, 

(3)  measurement  devices,  and 

(4)  performance  monitoring. 

2.  pes ign  of  Control  Systems 

While  the  need  for  good  management  control  systems 

is  documented  in  much  of  the  accounting  and  management 

literature  (e.g. ,  Anthony  and  Harzlinger,  1980;  Lawler  and 

Rhode,  1976)  poor  decision  making  and  improper  utilization 

of  resources  is  widespread  in  both  the  private  and  public 

sectors  (Staats,  1981).  This  is  due,  in  large  measure,  not 

to  the  lack  of  control  systems  but  rather  to  poorly  designed 

or  poorly  implemented  control  systems.  Massal  writes. 

The  means  of  control  include,  but  are  not  limited  to  form 
of  organization,  policies,  systems,  procedures, 
instructions,  standards,  committees,  charts  of  accounts, 
forecasts,  budgets,  schedules,  reports,  checklists, 
devices,  and  internal  auditing.  It  becomes  apparent  then 
that  the  design  and  implementation  of  controls  will  have  a 
profound  effect  on  the  oerformance  of  an  organization 
(1981,  p.  28)  . 

Because  of  its  impact  on  organization  performance, 
control  system  design  must  be  a  carefully  planned  and 
executed  process.  In  tae  model  developed  in  this  thesis, 
the  design  of  management  control  systems  is  accomplished  in 
three  phases; 

(1)  management  must  view  the  organization  as  a  system, 

(2)  the  control  system  must  be  designed  with  the 
characteristics  of  the  organization  and  its 
environment  in  mind,  and 

(3)  management  must  review  the  constraints  placed  on  the 
desired  control  system. 
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a.  The  Organization  as  a  System 

In  its  simplest  fora,  an  organization  car.  be 
viewed  ir.  what  Ivancevich,  Sziiagyi,  and  Wallace  term  the 
socio-technical  systems  model.  Shown  in  Figure  2-1,  the 
model  is  an  input-transf ormation-oatput  system.  The  system 
involves  &  number  of  activities,  namely  receiving  inputs, 
transforming  inputs,  controlling,  coordinating,  and 
maintaining  the  transformation  activities,  and  generating 
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Figure  2.1  A  SOCIO-TECHNICAL  5TSTEHS  BODEL. 


outputs. 

b.  Characteristics  of  the  Organization 

Although  numerous  dimensions  of  organizations 
exist,  the  organizational  characteristics  to  be  discussed  in 
the  thesis  model  are:  (1)  the  degree  of  decentralization. 
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(2)  budgetary  control,  (3)  span  of  control,  (4)  flow  of 
spending  authority,  and  (5»  the  internal  review  function. 
Each  of  the  characteristics  is  integral  to  organizations  and 
organizational  structures  and  is  supported  in  the  accounting 
and  managerial  literature. 

(D  aaatsa  it  lileS&tE&LLU&ifiA"  ?he  first 

major  organ izaticnal  characteristic  to  be  discussed  is  the 

degree  of  decentralization  within  the  organization.  The 

tendency  toward  decentralized  operations  is... “one  of  the 

most  striking  characteristics  of  business  operations  and 

organizations  during  the  past  15  years"  (Moore  and  Jaedicke, 

1972,  p.542).  Decentralization  is  a  tendency  which 

coincides  with  the  rapid  growth  of  business  combinations  and 

mergers  and  has  two  specific  advantages.  It  provides  a 

systematic  means  of  delegating  a  portion  of  the 

decision-making  responsibility  to  operating  people  below  top 

management  and  motivates  managers  in  charge  of  certain 

organization  activities  by  bringing  them  more  closely  in 

touch  with  the  organization's  objectives  (Moore  and 

Jaedicke,  1972).  By  decentralization,  top  management  in 

both  the  private  and  public  sectors  acknowledges  its 

inability  to  handle  the  number  of  decisions  which  must  be 

made  in  the  organization.  Copeland  and  Dascher  write. 

Routine  decisions  in  large  organizations  are  too  numerous 
for  top  management  to  administer.  Both  the  managerial 
hierarchy  and  the  number  of  resources  that  must  Be 
controlled  mushroom  in  3ize,  Top  managers  in  centralized 
organizations  lose  the  ability  to  respond  quickly  if  they 
are  innunaated  with  problems  requiring  decisions. 
Decentralization  alleviates  thi3  problem  by  forcing  the 
information  flew  and  data  collection  procedures  to  adjust 
to  the  needs  of  the  new  organizational  structure  (1974, 
p .  408)  . 

is  the  organization  grows  the  management 
of  the  centralized  organization  quickly  becomes  "overloaded" 
with  the  decision  making  process.  At  the  same  time,  the 
decision  process  in  the  decentralized  operation  is  pushed 
further  and  further  down  the  hierarchy. 


23 


The  primary  means  :> f  assuring  top 
management  control  in  the  deceu tralized  organization  is 
through  responsi  fcility-cent er  management  (Copeland  and 
Dascher,  1974).  Responsibility-center  management  stresses 
accountability  for  managerial  actions.  According  t.o  Boore 
and  Jaedicke,  the  manageoent  of  each  division  has  some 
authority  for  making  decisions  and  thus  becomes  responsible 
for  a  segment  of  the  organization’s  performance.  They  add 
that  ’’even  though  the  actual  delegation  of  decisions  may 
differ  from  organization  to  organization,  the  spirit  of 
decentralization  is  to  divide  an  organization  into 
relatively  self-contained  divisions  and  allow  these 
divisions  to  operate  in  an  autonomous  fashion”  (1972). 
Idaally,  division  performance  results  are  recorded  and 
automatically  traced  to  the  individual  at  the  lowest  level 
of  the  organization  who  shoulders  primary  day-to-day 
responsibility  for  the  action  (Horngran,  1977).  In  the 
responsibility-center  concept  the  manager  is  not  subject  to 
day-to-day  monitoring  of  his  decisions.  However,  ”...he  is 
accountable  for  the  results  through  responsibility 
accounting  -  the  mechanism  that  suppLias  the  desired  balance 
to  the  greater  freedom  of  action  that  top  management  is 
giver.”  (Horngren,  1977,  p.157). 

(2)  BaiaiUEZ.  Contjj,!*  While  the  degree  of 
decentralization  may  differ  from  one  organization  no 
another,  budgetary  control  is  one  of  the  principle  steps  in 
the  management  control  process  in  all  organizations  (Anthony 
and  Herzlinger,  1980) .  A3  reported  La  Livingstone,  Lowe  and 
Shaw  state  that: 


The  annual  budgeting, pi 
important  single  decls: 
from  both  the  organzat: 
viewpoints.  Prom  the  < 
forecast  of  expected  c: 
which  management  is  ab: 
of  resources....  Froe 
short-term  budget  is  uj 
number  of  economic  dec: 
normally  present  eithei 
or  of  an  overabundance 


:edure  is  orpbably. the  most  , 
l  and  control  routine  or  a  firm 
al  and  economic  management 
fanizational  viewpoint  the  annual 
s  and  revenues  is  a  means  through 
to  agree  on  a  planned  allocation 
e  economic  viewpoint,  the 
11  y  an  important  determinant  of  a 
ons.  The  outcome  measured ...  will 
he  probleis  of  an  insufficiency 
975;  p.  2)  . 
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The  emphasis  on  tha  budgeting  process  and 

budgeting  control  in  controlling  an  organization  is  further 

supported  by  Mathur  (1979)  and  Moore  and  Jaedicke  (1972). 

Hoore  and  Jaedicke  offer  the  following  description: 

The  plans  of  management  are  incorporated  into  a  budget  for 
the  company,  and  the  a,ciai  results  of  operation  are 
measured  ana  compared  with  the  budget.  Significant 
variations  are  reviewed  and  an  investigation  Is  made  to 
determine  the  causes  for  variation.  Corrective  steps  are 
taken.  Perhaps  tighten  control  may  be  exercised  over 
operations,  or  if  conditions  have  changed,  this  should  be 
recognized  in  a  revision  of  the  original  plan  (1972, 

Mathur's  representation  of  this  modal  is  shown  in  Figure 

2-2. 

ks  a  major  feature  of  the  management 
control  process,  budgetary  control  hslps  assure  management 
that  the  organization  is  operating  tie  way  they  want  and 
that  resources  are  being  lanaged  affectively,  kdditionally, 
it  enhances  management  control  by  providing  a  means  of 
coordinating  activities,  by  giving  management  a  means  for 
self  evaluation,  and  by  making  it  possible  to  measure 
progress  (Moore  and  Jaedicke,  1972). 

(3)  5  pan  o£  £2&££2l*  span  of  control  refers 

to  the  number  of  subordinates  or  activities  which  a  manager 
or  supervisor  can  effectively  manage.  In  the  highly 
centralized  organization,  management  may  directly  control 
from  as  few  as  three  or  four  employees  to  as  many  as  a 
hundred.  In  the  decentralized  organization, 
responsibility-center  management  breiks  an  organization  into 
many  working  units  -  each  designed  with  its  own  appropriate 
span  of  control.  What  constitutes  an  appropriate  span  of 
control  is  dependent  on  several  factics.  Included  among 
them  are: 

"how  much  professional  work  or  administrative  work  the 
manager  must  personally  oerform;  tie  degree  to  which  the 
supervisor  must  get  Involved  in  work  in  order  to  manage 
af recti. vely;  the  diversity  of  positions  that  are 
supervised;  the  number  of  relationships,  othar  than 
supervisor-subordinate  ralationshios  which  the  supervisor 
must  maintain  on  a  regular  and  continuing  basis"  (Sibson, 
1976,  p.  1 26) . 
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Figure  2.2  BODS  EH  H6  CONTROL  FEEDBACK  BODEL. 

(4)  n £i  2t  SEsoliaa  uuaci ti-  rbe  flow  of 

spending  authority  should  give  tha  iaaediate  superior 
organization  the  ‘power  of  the  purse*  over  its  subordinate 
organizations.  If  the  iaaediate  superior  organization  or 
coaaand  is  to  naintain  affective  control  over  its 
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subordinates,  spending  authority  should  follow  the 
operational  chain  of  command.  As  Anthony  writes,  "spending 
should  be  authorized  from  higher  levels  to  lower  levels 
according  to  the  foraal  organizational  hierarchy. 
Difficulties  arise  when  funds  are  received  froa  sources 
other  than  higher  authority  in  the  organizational  hierarchy" 
(Anthony  and  Herzlinger,  1980,  p.438). 

(5)  Internal  geyiaij.  The  final  organizational 

characteristic  which  oust  he  considered  is  the  internal 

review  or  internal  audit  function.  Internal  auditing  or 

review,  as  defined  by  Sawyar  is: 

an  Independent  appraisal,  of  the  diverse  operations  and 
controls  within  an  organization  to  determine  whether 
acceptable  policies  and  procedures  are  followed, 
established  standards  are  met,  resources  are  used 
efficiently  and  economically,  and  the  organization's 
objectives  are  being  achieved  (1931,  p . 6 y . 

The  management  control  system  in  large  organizations  should 

have  an  internal  audit  staff  to  ensure  that  the  control 

system  is  effective  (Anthony  and  Herzlinger,  1980)  .  The 

primary  purpose  of  the  internal  audit  staff  is  to  assist 

management  in  evaluating  the  function  of  systems  and 

controls  (Pomeranz,  1975).  Pomeianz  quotes  the  Comptroller 

General  of  the  United  States: 

An  important  sogrce  of  information  is  the  internal  audit 
organization  whicn  conducts  independent  examination  and 
maxes  reports  on  its  findings  and  appraisals  of  operations 
and  performance.  The  internal  audit  function  uniquely 
supplements  routine  management  checks  through  its 
independent  approach  and  methods  of  review.  This  function 
is  one  of  the  essential  tools  of  management,  complementing 
all  other  elements  of  management  control  (1975,  p.88). 


c.  Constraints  on  the  Control  System 

The  third  and  final  phase  in  designing  a 
management  control  system  is  to  review  the  constraints  on 
the  desired  control  systei.  Two  of  the  major  constraints  on 
any  control  system  are:  (1)  its  abiLity  to  collect  valid 
data  and  (2)  the  degree  of  control  in  the  system  (Lawler  and 
Rhode,  1976). 
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(1)  QflS.ft  lakldiiZ*  Collecting  valid  data  is  a 
major  problem  in  control  systems.  Lawler  and  Rhode  write: 
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Whether  or  not  lower  level  managers  submit 
valid  control  reports  depends  on  top  management  emphasis  on 
those  reports.  Lack  of  attention  to  reported  information  by 
top  management  will  result  in  hastily  accumulated  and 
unvalldated  information  from  subordinate  managers.  This 
invalid  data  does  little  to  support  effective  decision 
making.  The  information  and  control  system  must  provide 
valid  data  about  what  has  been  done  and  what  can  be  done. 


The  only  way  to  provide  that  data  is  to  design  the  system 
with  the  characteristics  of  the  organization  and  its 
environment  in  mind  (Lawler  and  Rhode,  1976). 

(2)  Oegree  While  organizations 

with  either  too  few  controls  or  with  too  many  controls  make 
poor  decisions  and  inefficient  and  ineffective  use  cf 
resources,  the  methods  of  operating  for  the  two  types  of 
organizations  are  entirely  different.  The  organization  with 
too  few  controls  provides  little  guidance  to  its  employees, 
reciaves  little  information  upon  which  to  base  decisions, 
and  is  not  kept  aware  of  what  is  going  on  in  the 
organization.  Sawyer  stats  s: 


Inadequate  con trols, present  hazards,  P 
wrong  -  either  carelessly  or  intentions 
is  not  monitored  or  if  systems  are  inep 
Everybody  needs  a  reviewer  -  either  a  n 
system  which  snouts  "riLr"  when  someth! 
improperly  (19  81,  p.91). 
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On  the  other  hand,  top  management  in  an 
organization  nay  ha ve  total,  absolata  control.  This 
absolute  control  is  very  restrictive  of  subordinate 
authority,  generates  many,  often  tines  duplicative,  control 
reports,  and  generates  a  feeling  that  the  main  purpose  of 
management  is  to  control  rather  than  attain  the  objectives 
of  the  organization  (Thorn,  1930). 

Management  must  decide  which  controls  are 
vital  to  the  decision  making  process.  The  system  should  be 
designed  around  controls  that  ensure  the  accumulation  and 
use  of  the  needed  infonation  but  should  avoid  a  control 
system  which  "controls  for  the  sake  of  control"  (Sawyer, 

198  1)  . 

3.  £<2ais  &&£ 

a.  General 

Goals  and  objectives  indicate  what  management 

intends  for  the  organization  to  accomplish  (Drucker,  1968). 

Goals  and  objectives  serve  as  the  basis  for  decision  making 

in  the  planning,  execution,  and  control  stages  of  the 

organization’s  operations  (Anthony  and  Herzlinger,  1980).  A 

statement  of  goals  and  objectives  ha3  two  purposes. 

First,  a  statement  of  goals  communicates  top  management's 
decisions  about  the  aims  and  relativ?  priorities  of  the 
organization  and  provides  general  guidance  as  to  the 
strategy  that  the  organization  is  expected  to  follow. 
Second,  a  statement  of  objectives  orovides  specific 
performance  measures  by  which  outputs  can  be  related  to 
objectives  (Anthony  ana  Herzlinger,  1980,  p.230)  . 

b.  Goals 

Goals  are  statements  of  planned  or  desired 
results.  Normally  very  broad  based  and  not  easily 
quantifiable,  they  cannot  be  used  directly  as  a  basis  for  a 
measurement  system  (Anthony  and  Herzlinger,  1983).  However, 
a  management  control  system  should  be  designed  with  clear. 
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veil  defined  goals,  well  defined  goals  direct  performance, 
reduce  uncertainty,  and  serve  as  an  instrument  of 
coamunications  "...and  they  do  so  whether  goals  are 
introduced  directly  or  participativeLy"  (Strauss  and  Sayles, 
1980).  At  the  same  time,  the  sontrol  system  should 
encourage  what  the  accounting  and  related  literature  call 
goal  congruence.  "That  is,  doas  the  system  provide  a  global 
emphasis  so  that  all  major  goals  and  their 
interrelationships  are  considered  as  carefully  as  possible 
vhen  management  acts?"  (Hocngren,  197?,  p.151).  Expressed 


another  vay,  the  system  should  be  structured  so  that  the 
personal  goals  of  people  in  the  organization  are,  so  far  as 
feasible,  consistent  with  the  goals  of  the  organization  as  a 
whole  (Anthony  and  H6rzlinger,  1983)  . 

Goals  may  also  be  expressed  as  constraints. 
Anthony  and  Herz  linger  write: 


The  operations 
revealed  by  fo 
operational  go 
acceptable  per 
formulated  as 
discomforts  an 
?or  exampl 
services  seems 
imperatives  to 
(2)  a  decrease 
of  key  special 
military  budge 
encroachment  o 
missions,  and 
class  (Anthony 


1  goals  of  an  organic 
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als  emerge  as  a  set  o 

formanca  ...  .Typically ,  _ 

imperatives  to  avoid  roughly  specified 
d  disasters . 
e,  the  behavior  pf  ea 
to  be  characterized 
avoid:  (1)  a  decrea 

in  personnel,  (3)  a 
ists.  (h)  reduction  i 
t  allocated  to  that  s 
f  other  services  on  t 
(6)  inferiority  to  an 
and  Herzlinger,  1983 


ation  are  seldom 
,  each  organization’s 
f  constraints . defining 
the  constraints  are 


ch  of  the  military 
by  effective 
se  in  dollars  budgeted, 
decrease  in  the  number 
n  the  percentage  of  the 
ervice,  (5) 

hat  services'  roles  and 
enemy  weapon  of  any 

,  p.228)  . 


From  a  behavioral  point  of  view,  the  manager 


whose  performance  is  being  measured  should  be  involved  in 


setting  goals.  This  not  only  promotes  goal  congruence  but 
also  reduces  dysfunctional  behavior  because  it  reduces  the 


chance  that  too  difficult,  poorly  understood  standards  will 
be  set  (Lawler  and  Rhode,  1 976) .  _ 
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c.  Objectives 


Whatever  the  goals  of  tha  organization,  the 
organizational  objectives  aust  be  consistent  with  thee. 
Objectives  are  specific  rssults  stated  in  measurable  terms. 
Anthony  and  Herzlinger  write,  "Since  measurement  is  always 
quantitative,  if  an  objective  is  not  stated  in  quantitative 
terms,  performance  toward  achieving  the  objective  cannot  be 
measured,  although  it  can  be  judged,  evaluated,  appraised, 
or  weighed"  (^980,  p.230).  It  is  this  aeasurabLe  nature  of 
objectives,  that  makes  the  accounting  system  the  dominant 
means  for  setting  goals  and  influencing  management  behavior 
in  most  organizations  (Hocagren,  1977).  This  is  particular/ 
true  in  the  responsibility-center  aanagement  concept.  For 
example. 


In  responsibility  agcointing  the  mjnagj»r  budgets  the  costs 


that  he  controls  and  thus  has  a  valuable  tool  for 
evaluating  his  own  performance.  Top  management  is 
becoming  *ware  of  the  importance  of  human  behavior 


organization 
individuals  \ 
org anization 


U 


in 


___  _ „ _ r  __  _  _  an 

budget  policy  is  being  formulated  so  thaJ 

_ x  be  motivated  to  cooperate  in  achieving 

objectives  (Moore  and  Jaedicke,  1972,  p.581). 


4.  iiaasutiasat  J2ssisis 

a.  A  Critical  Link 

Measurement  devices,  the  third  aspect  of  control 
in  organizations,  is  included  in  the  model  because  a 
critical  link  in  any  control  system  Is  how  inclusively  it 
measures  the  behaviors  that  are  performed  by  a  job  holder 
(Lawler  and  Rhode,  1976).  Without  complete,  inclusive 
control  measures,  decision  guality  and  data  utilization  may 
not  be  acceptable. 

Two  measurement  devices  commonly  identified  with 
control  systems  are  accounting  systems  and  budgetary  systems 
(Horngren,  1977;  Mathur,  1979). 
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Th»y  provide  information  that  is  used  for  three  purposes: 


as  a  basis  for  coordi nating ,  and,  controllin 
rent  activities  of  the  organization. 
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(2)  as  a  basis  of  evaluating  operating  performance,  and 

(3)  as  a  basis  for  progn  a  evaluation 
(Anthony  and  Herzlingsr,  1980,  p.17). 


b.  Characteristics  of  Measurement  Devices 


In  selecting  measuring  devices,  including 
accounting  and  budgetary  systems,  several  characteristics  of 
measuring  devices  should  be  considered. 

First,  they  should  be  applied  to  some  stated 
standards  of  performance. 

Second,  because  the  quantity  dimension  of  output 
is  usually  much  easier  to  measure  than  the  quality 
dimension,  care  must  be  taken  to  prevent  a  detrimental 
emphasis  on  quantity  (Anthony  and  Herzlinger,  1980)  . 

Third,  Anthony  and  Herzlinger  list  eight 
criterion  for  all  measuring  devices.  They  are: 

(1)  Some  measure  of  outputs  is  usuiLly  better  than  none. 

(2)  .If  feasible,  relate  output  measures  to  measures 

available  from  outsida  sources. 

(3)  Ose  measures  that  can  be  reported  in  a  timely  manner. 

(4)  Develop  different  measures  for  different  purposes. 

(5)  Focus  on  important  measures. 

(6)  Don’t  report  more  information  than  is  likely  to  be 

used. 


(7)  if  feasible,  tie  output  measures  to  expense  measures. 

illrran^eS  Q®°£e2(fjj®isnce  *°  sacr35a*®s  1:11411  is 

Finally,  measures  tend  to  become  an  end  in 
themselves.  When  measures  become  tha  end  product  they 
result  in  rigid  bureaucratic  behavior,  and  eliminate  the 
distinction  between  measurss  and  standards  (Thorn,  1980). 
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a.  General 


The  final  aspect  of  control  in  organizations  to 
be  discussed  is  performance  monitoring  and  appraisal. 
Monitoring  perforaance  provides  information  on  the  status  of 
organizational  activities.  Performance  appraisal  is 
managements  way  to: 

(1)  provide  feedback  to  each  manager  on  his  or  her 
performance, 

(2)  serve  as  a  .basis  for  modifying  or  changing  behavior  to 
meet  organizational  goals,  ana 

(3)  provide  a  basis  which  top  management  may  use  to  assign 
incentives  or  rewards  (Ivancevich,  1977,  p.293)  . 

Performance  monitoring  and  appraisal  should 
motivate  subordinates  to  work  for  orgnizational  goals  and 
objectives.  To  achieve  the  desired  aotivation,  performance 
appraisals  must  point  out  to  subordinates  how  near  or  how 
far  away  from  established  standards  they  are,  and  provide 
information  necassary  for  any  corrective  action. 

Successful  performance  monitoring  requires  an 
effective  information  system,  the  selection  of  an 
appropriate  evaluation  index,  and  the  establishment  of  a 
standard  against  which  to  measure  the  actual  performance 
(Anthony  and  Herzlinger,  19  80;  Mockler,  1972). 


b.  Information  Systems 


A  key  element  in  monitoring  performance  is  an 
information  system  that: 

(1)  provides  information  to  the  decision  maker. 


(3)  avoids  information  overload,  and 

(s$.bIonS9^?6dapai  $8)  in  an<i6rstan<iible  form  and  language. 


Such  a  system  should  be  comprised  of  three  main 
types  of  information  -  financial#  routine#  and  a  variety  of 
non-routine#  unsystematic  information  (Anthony  and 
Heczlinger#  1980).  First#  financial  information  should  be 
identified  with  responsibility  centers  and  should 
differentiate  among  information  on  what  has  happened 
(historical)#  what  will  happen  in  the  future  (forecasts)  and 
estimates  of  what  should  happen  (budgets)  (Anthony  and 
Heczlinger#  1980#  p.10). 

Second#  routine  management  control  reports  are 
usually  submitted  monthly  (Anthony  and  Herzlinger#  1980). 
Routine#  recurring  control  reports  3hould  be  submitted  as 
soon  after  the  end  of  the  reporting  period  as  possible# 
i.s.#  within  two  working  days,  and  in  the  prescribed  format. 
If  the  data  is  net  available  for  complete  reports#  then 
abbreviated  or  estimated  data  reports  should  be  submitted. 
"The  recurring  reports  should  be  carefully  designed  so  that 
they  show  all  the  information  that  is  needed,  but  no  more, 
and  the  report  format  should  be  easily  understood  and  not 
formidable"  (Anthony  and  Herzlinger#  1980,  p.476). 

Third#  non-routine#  unsystematic  information 
comes  from  such  sources  as  trade  publications#  newspapers, 
conversations  within  the  organization,  message  traffic# 
notes  and  notices,  and  personal  observations  and  "is 
essential  tc  an  understanding  of  what  has  happened  and  often 
more  important  than  that  contained  in  routine  reports" 
(Anthony  and  Herzlinger,  19  80#  p.475»  . 

c.  Evaluation  Index 

The  selection  of  an  evaluation  index  is 
difficult  because  an  index  may  be  used  as  an  aid  in  decision 
making  as  well  as  in  evaluating  performance  (e. g. #  number  of 
hours  flown#  obligation  rates#  ceenlistment  rates)  and  an 
index  that  is  satisfactory  for  one  may  not  be  suited  for  the 
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other  (Mcore  and  Jaedicke,  1972).  Index  selection  is  also 

difficult  because  it  is  sometimes  hard  to  neasure 

effectiveness  in  monetary  terns.  For  example,  it  is 

difficult  to  equate  maximum  aircraft  and  pilot  effectiveness 

with  cost  per  flying  hour.  Aircraft  and  pilot  effectiveness 

are  more  a  function  of  the  type  of  missions  flown  and  the 

number  of  of  hours  flown  than  they  are  the  cost  per  flying 

hour.  Efficiency,  on  the  other  hand,  can  be  directly 

related  to  costs.  As  the  ratio  of  outputs  to  iaputs,  it  is 

relatively  simple  to  compute  the  cost  per  flying  hour  for  a 

given  squadron.  But  cost  as  an  index  has  its  limitations. 

Anthony  and  Herzlinger  point  out  that: 

Cost. ..is  never  a  perfect  measure  for  at  least  two 
reasons: 

(1)  recorded  costs  are  not  a  precisely  accurate  measure 
of  resources  consumed;  and 

(2)  the  standards  being  measured  against  are,  at  be?t, 
only  approximate  measures  ot  what  resource  consumption 
ideally  should  have  been  in  the  circumstances  prevailing 
(1980,  p. 5). 

d.  Standard  of  Performance 

Once  the  type  of  index  has  been  selected,  a 
standard  of  performance  against  which  to  measure  actual 
performance  must  be  chosen.  It  is  often  a  budgeted  cost, 
budgeted  profit,  or  rata  of  return  and  is  based  upon 
organizational  objectives  and  budgets  or  upon  past 
performance  (Moore  and  Jaedicke,  1972}  .  For  example,  in 
monitoring  the  performance  cf  the  Navy  Flying  Hour  Program, 
the  evaluation  index  is  cost  per  flying  hour.  A  cost  per 
flying  hour  for  each  type/model/serie3  (TMS)  aircraft  in  the 
Navy  inventory  is  established  by  the  Chief  of  Naval 
Operations  (CNO)  and  is  disseminated  to  Naval  aviation 
operating  units  as  a  budgeted  cost  per  hour  for  each  TMS 
aircraft.  Actual  cost  per  hour  is  then  compared  against  the 
budgeted  cost  per  hour.  By  using  such  established  standards 
(e.  g.  ,  cost  per  hour),  it  becomes  possible  to  monitor  and 
appraise  the  performance  of  subordinate  managers. 
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e.  Incentives  ini  Rewards 

Performance  monitoring  and  its  subsequent 

appraisal  are  used  by  top  management  for  assigning 

incentives  and  rewards.  The  results  of  experimentation 

indicate  that  when  rewards  were  granted  on  the  basis  of 

performance,  the  subjects'  performance  and  satisfaction  was 

significantly  higher  than  that  of  unrewarded  subjects 

(Ivancevich,  1977).  Sibson  points  oat: 

Studies  of  incentive  (?auardt  plins  covering  top 
management  and  professional  employees  show  changes  in 
behavior  and  increases  La  effectiveness  on  the  order  of  10 
percent*. ..But  perhaps  the  most  persuasive  evidence  of  the 
usefulness  of  incentive  plans  in  increasing  productivity 
are  the  views  cf  management  people  in  companies  that  have 
such  plans.  Practically  all  believe  that  incentives  make 
a  positive  contribution  toward  more  affective  work  (1976, 
p.  185)  . 

Thus,  performance  monitoring  an  d  appraisal  tie  together 
employee  performance,  employee  satisfaction,  and 
organizational  goals. 

D.  S0HMART 

The  chapter  defined  aid  discussed  management  control, 
reviewed  the  concepts  of  control,  identified  various 
characteristics  of  management  control  systems,  and  concluded 
with  a  detailed  description  of  management  control  in 
organizations.  Specific  ?oint3  made  in  the  modal  included: 

(1)  defining  control 

(2)  identifying  four  characteristics  of  management  control 
systems, 

(3)  discussing  four  aspects  of  control  in  organizations, 

(4)  emphasizing  the  importance  of  a  statement  of  goals  and 
objectives,  clear,  well  defined  goals,  end  goal 
congruence , 

(5)  identifying  accounting  systems  and  budgetary  systems 
as  two  commonly  used  measurement  devices  and  outlining 
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five  characteristics  of  measuring  devices, 

(6)  describing  three  main  types  of  information  which 
should  be  included  in  information  systems, 

(7)  explaining  the  need  f or  a  suitable  evaluation  index 
and  performance  standard,  and 

(8)  discussing  the  relationship  between  performance 
monitoring  and  appraisal  and  incentives  and  rewards. 

The  next  chapter  describes  the  management  control  of 
Flight  Operations  funds  at  the  Headquarters,  Commander, 
Naval  Air  Forces,  Pacific  Fleet,  rha  chapter  explains  the 
Type  Commander's  management  concepts,  the  flow  of  Flight 
Operations  funds  and  the  specific  management  tools  used  in 
controlling  Flight  Operations  funds. 
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1.  INTRODUCTION 

Chapter  Three  describes  the  control  of  Plight  Operations 
(OFC-01)  funds  by  the  Staff,  Commander,  Naval  Air  Forces, 
U.S.  Pacific  Fleet  (CN&P) .  The  chapter  defines  Flight 
Operations  (OPC-OI)  funds,  describes  the  financial 
responsibility  of  CNAP,  and  presents  the  flow  of  funds  from 
CNAP  to  its  operating  squadrons.  Operating  Targets 
(OPTARs)  ,  the  Budget  OPTAB  Report  (BOR)  ,  Flying  Hour  Pregram 
(FHP)  ,  and  the  Flying  Hour  Cost  Report  (FHCR)  are  all 
discussed.  Finally,  the  chapter  reviews  CNAP  Staff 
management. 


B.  FINANCIAL  RESPONSIBILITY 


Commander,  Naval  Air  Porces,  Pacific  (CNAP)  receives 

fund  limitations  under  the  appropriation,  operation  and 

Maintenance,  Navy  from  Commander-  in-Chief,  U.S.  Pacific 

Fleet  (CINCPACFLT)  .  Along  with  the  fund  limitations, 

CINCPACFLT  provides  guidelines  regarding  the  responsibility 

of  the  Type  Commander  in  the  managamant  of  his  funds.  As  a 

Type  Commander,  CNAP  must  insure  that: 

( 1)  financial  tra  nsaction s  are  not  incurred  in  excess  of 
fund  availability. 


(2)  funds  be  used  only 
appropriated. 


unliquidated  obl^g 
ure  that  only  valid 
ords  and  reports. 


(3) 
e  ns 
records 


for  the  purpose  for  which  they  are 

ations  be  periodically  reviewed  to 
transactions  remain  on  financial 


(4)  a  coma 
to  financl 


and  line  of  communication  is  maintained  relative 
al  requirements,  so  that  shortfalls  and  excesses 
ly  addressed  to  permit  maximum  effective  and 
-  available  funds,  and 


se  oi 


(5)  an  effective,  internal  review  program  be  implemen 
aid  the  f  und,  adiinistrato rs  in  assessing  the  fidelit 
which  prescribed  procedures  are  being  followed  for  t 


lented  to 
Lit  jjr^with 
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accounting  and  expenditures  of  appropriated  funds. 

(CINCPACFLT  INSTRUCTION  7042. 4E,  19  APRIL  1979,  p.2) 

Tha  financial  responsibility  of  tha  Type  Commander  is 
expanded  by  NAVSO  P-3013-2  to  include  the  financial 
management  of  all  ships,  3guadrons,  and  other  units  under 
his  command  (1974,  p.4-9).  Explaining  how  CHAP  carries  out 
thase  financial  managemant  responsibilities  in  managing 
that  portion  of  the  Operations  and  Maintenance,  Navy  (0&M,N) 
appropriation  allocated  for  Flight  Operations  (DFC-01)  funds 
is  the  purpose  of  this  chapter. 


C.  DEFINITION 


Flight  operations  (OFO-OI)  funis  are  those  funds,  and 

costs,  associated  with  tha  operation  of  aircraft.  OFC-01 

funds  are  provided  to  support  petroleum,  oil  and  lubricants 

(POL)  and  other  flight  operations  raguirements.  OPNAVINST 

7310.  ID  specifically  defines  fuel  costs,  oil  and  lubricants 

costs,  and  other  flight  operations  costs. 

# 

"Fuel  Costs"  is  the  cost  of  fuel , (gross. ad justed 
obligations)  used  by  tha  Type/Moial/Senes  (TMO)  aircraft 
reported  during  the  raport  month,  as  contained  in  the 
official  accounting  records. 

"Oj.1  and  Lubricants  Costs"  is  tha  ;ost  of  the  oil  and 
lubricants  (gross  adjusted  obligations)  used  by  the  TMS 
aircraft  reported  during  the  report  month,  as  contained  in 
il  accounting  records. 


the  official  accounting' 

ie  cost  of  personal 
used  by  the  TMS 

_  _ ig  reported  during  tha  raport  month,  as 

contained  in  the  official  accounting  records.  (1930,  p.U) 


D.  ADMINISTRATION  OF  OPC-D 1  FUNDS 

The  Staff  position  with  primary  r asponsibility  for 
managing  OFC-01  funds  is  tasked  to  "monitor  flight 
operations"  and  "closely  administer  funds  in  support  of  the 
Flying  Hour  Program  (FHP)  insuring  distribution  of  funds  for 
a  balanced  program"  (COMNAY AIR? ACSTAPFINST  5440. 2E,  1982, 
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p* 2—3— 15).  The  aonitoring  aspect  of  OFC-01  funds 
administration  is  supported  by  top  level  Navy  management. 
Chiaf  of  Naval  0  perations  (CNO»  guidance  relating  to  flight 
hour  costs  calls  for  the  "reporting  of  flight  hour  costs  and 
related  flying  hours  to  pec  ait  aonitoring  of  funds  related 
to  the  Flying  flour  Program,  to  allow  for  the  development  of 
flying  hour  cost  factors,  to  insure  uniformity  of  data 
reported  and  to  insure  conformance  to  Comptroller  of  the 
Navy  financial  reporting  requirements”  (OPNAVINST,  7310. ID, 
1930,  p.1). 

B.  FLOS  OF  OFC-01  FUNDS 

The  budgetary  process  of  the  U.  S.  Sovernment  supports 
decision  making  and  provides  for  effective  financial 
control,  and  accountability  for  the  use  of  Federal  resources 
(PCC  Text,  1981)  .  The  process  consists  of  a  cycle  of  four 
overlapping  phases:  formulation,  congressional  action, 
execution  and  review.  An  overview  of  this  entice  cycle  is 
provided  in  Appendix  A.  The  present  discussion  is  limited 
to  that  part  of  the  execution  phase  of  the  budget  process 
encompassing  the  flow  of  funds  from  CNAP  to  its  operating 
forces. 

The  Comptroller  of  the  Navy  (NAVC3MPT)  is  the 
Responsible  Office  for  both  SECNAV  sad  CNO  for  0SM,N  funds 
appropriated  to  the  Navy.  All  Navy  funds,  except  Research, 
Development,  Test  and  Evaluation  (RDT5  E)  and  Marine  Corps 
funds,  flow  through  the  office  of  the  CNO.  NAVCOMPT  (OP  92) 
allocates  06M,N  funds  to  isjor  claimants,  i.e. ,  CINCPACFLT. 
CINCP ACFLT  reallocates  OEM,  N  funds  to  the  sub-claimant 
level,  i.e.,  CNAP.  CNAP  issues  Operating  Budgets  (OB's)  to 
certain  field  activities,  and  to  thei3elves.  From  the  OB 
issued  for  their  own  use,  CNAP  issues  Operating  Targets 
(OPTARS)  to  operating  forces  under  its  command 
(COMNAVAIBPACINST  7303.1  IB,  1976). 
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1 •  ££&!£&! 


As  stated  in  Chapter  I,  CNAP's  P?  82  budget  calls 
for  the  expenditure  of  $522  Billion  in  QFC-01  funds. 

Adequate  control  of  these  funds  is  crucial  if  -WAP  is  to 
accoaplish  its  stated  mission.  Tha  control  device  used  by 
CHAP  is  a  budget  comprised  of  two  separate,  but  very 
related,  parts  -  dollars  and  flying  lours.  Inputs  for  the 
budget  do  not  originate  at  the  sguadror.  level.  Several 
coinands  above  the  squadron  level  are  involved  in  budget 
submissions  and  in  determining  annual  planning  figures 
(APFs) •  However,  squadrons  are  not  normally  reguired  to 
submit  inputs  for  CHAP  budget  submissions  and  are  not 
assigned  APFs.  Flying  hour  determinations  do  not  take  place 
below  CNAP.  CHAP  makes  a  flight  hour  budget  submission  to 
CIHCPACFLT  which  validates  the  flight  hours  and  costs  per 
hour  alloca+sd  on  the  CNO  DP- 23  (CDH8 &VAIHPACINSI  7303. 1 1 E , 
1976).  Utilization  of  both  dollars  and  flying  hours  is 
measured  through  the  management  of  OPTARs. 

2.  flBaaiias  i&iaat  (2mB> 


NAVSO  P-3013-2  defines  OPTAB  as  "an  estimate  of  the 
amount  of  money  which  will  be  required  by  an  operating  ship, 
staff,  squadron,  or  other  unit  to  perform  the  tasks  and 
functions  assigned"  (1974,  p.4-9)  .  The  emphasis  on  the 
estimate  aspect  of  the  OPTAR  is  important.  OPrARs  are  not 
subject  to  the  provisions  of  Section  3679,  R.S.,  and  the 
establishment  of  an  OPTAR  must  be  doie  in  a  manner  that 


precludes  the  creation  of,  and  the  assignment  of  an  OB. 
However,  HA7S0  P-3013-2  does  assign  specific  responsibility 
in  the  management  of  OPTARs. 


Each  aviation  squadron 
responsible  for  the  ef 
including  accurate  ana 
(  1974,  p;4-13). 
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Each  aviation  squadron  will  establish  a  Requisition/OPT AR 
Log  (NAVCOMPT  2f55)  to  record  QPTA3  grants  and  the  value 
of  transactions  a uthorized  to  be  incurred  as  chargeable  to 
the  Type  contenders'  OB  (  1974,  p.4-23). 

CHAP  provides  detailed  guilanca  for  the  management 

Of  OPTARs  in  C0BHA7 AIRPAC  INSTRUCTION  7303. 1 1 E: 


At  the  beginning  of. each,  fiscal  year,  a  first  quarter  . 
DPT AR  will  be . established  for  each  or  the  operating  uni 
under  the  administrative  command  of  CHAP.  Receipt  of  a 
DPTAR  is  considered  authorization  to  place  obligations 
against  CNAP  funds  up  to  the  amount  of  the  OPTAR  grant. 


uarter  , 
ting  units 
ipt  of  an 
gations 


of  the  f 
quart  erl 
and  four 


Following  the  initial  OPT ARJ grant  in  the  first 
he  fiscal  year,  the  Dptar  will  be  Increased  by 
•teriy  grants  at  the  beginning  of  the  seconj,  t 
"  th  quarters. 


ana  fourth  qua 
end  of  the  fir 
a  utooatically 
Any  OPTAR  bala 


arters.  Any  OPIAR  balance  remaining  at  th 
rst,  second,  and  third  quarters  will  be 
carried  forward  to  tha  following  quarter, 
ance  remaining  at  tha  and  of  the  fourth 
automatically  revert  to  CNAP.  (1976,  p.II 


quarter 

hird. 
at  th9 


quarter  will  automatically  revert 


CHAP. 


II-1) 


3  •  oiiiigat  isns 

OFC-01  OPTARs  are  reduced  by  placing  unfilled  orders 
for  desired  material.  The  nature  of  the  charge  is 
identified  by  the  Fund  Code  (7B#  7F,  9J)  cited  on  the 
requisition  document.  In  order  to  distribute  charges  .among 
various  aircraft  Type/Model/Series  (IMS),  the  Type  Equipment 
Code  (TEC)  for  the  applicable  aircraft  TMS  is  cited  on  ail 
OFC-01  requisitions.  Three  tiaes  per  month,  on  the  10th, 
20th#  and  last  day  of  the  aonth,  the  obligations  recorded  in 
the  Requisition/OPT AR  Log  are  totalled  and  verified  and 
copies  of  each  unfilled  order  are  forwared  to  the  Fleet 
Accounting  and  Disbursing  Center,  Pacific  (FAADCPAC) 

(COMNAV  AIRPACINS  T  7303.1  IE,  1976). 

Obligations  and  obligation  rates  are  monitored  both 
by  CNAP  and  the  Functional  Hing  Commanders.  Tha  Functional 
wing  Commander  visits  all  non-deployed  units  at  least 
semi- annually  in  order  to  review  all  obligations  for 
propriety  and  verify  the  need  for  outstanding  unfilled 
orders. 
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4.  SuAaai  QUii  fiieait  (fiiB) 

On  a  monthly  basis,  the  Budget  Optar  Report  (BOR)  is 
transmitted  to  FAADCPAC,  with  CNAP  sad  the  appropriate 
Functional  Ming  Commander  is  information  addressees.  The 
report.  Figure  3-1,  is  due  on  or  before  2400  on  the  second 
calendar  day  of  the  month.  It  is  the  BQR  that  is  the 
primary  financial  management  device  used  at  CHAP  (Reily, 
1982).  Each  OPTAR  Functional  Category  (e.g.,  OFC-01, 

OFC-50)  is  reported  on  a  separate  BOS.  Each  BOR  reports: 

(1)  obligations  by  fund  code, 

(2)  the  value  of  each  ten  day  transmittal, 

(3)  the  total  OPTAR  granted  for  the  year,  and 

(4)  any  additional  information  reguirad  by  the  Type 
Commander  (e.g..  Flight  Operations  and  Aviation  Fleet 
Maintenance  information). 

CHAP  Staff  personnel  (Code  019111.3)  review  each  of 
the  144  BORs  received  by  CNAP  for  accuracy.  Discrepancies 
are  reconciled  with  the  reporting  squadron  and  corrected 
figures  are  entered  in  memorandum  accounting  records.  CHAP 
uses  the  reported  figures  to: 

(1)  evaluate  its  financial  situation, 

(2)  to  support  subsequent  fiscal  year  budget  submissions, 

(3)  to  measure  squadron  budget  performance,  and 

(4)  to  prepare  several  management  control  reports, 
including  the  Flying  Hour  Cost  Report  and  other 
reports  in  support  of  the  Flyiug  Hour  Program  (FHP) . 
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Pigurv  3.1  BUDGET  OPTAR  REPORT. 
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6.  HBASORIHG  PEHFOHHANCE 


i •  ika  hozx  Elxiaa  Hiiz  Etaaiaa 

The  Navy  Flying  Hou r  Program  (FHP)  is  the  program 
utilized  by  the  Navy  to  plan,  program,  and  budget  its 
aviation  forces.  Discussed  in  detail  in  Appendix  C,  it 
includes  all  requirements,  budgeted  hours,  associated  costs, 
fuel  usage  and  readiness  milestones  for  Naval  Aviation 
forces.  The  FHP  consists  of  two  mail  parts  -  flying  hours 
and  cost  per  flying  hour. 

2 .  lining  agnts 

Flying  hours  are  allocated  by  CNO  (OP  51C)  for  each 
Type/Hodel/Series  (TMS)  aircraft.  The  number  of  hours  is 
based  on  force  projections  for  the  coming  fiscal  year,  on  a 
review  of  the  number  of  hours  flown  during  the  past  three 
fiscal  years,  and  on  predicted  requirements  for  the  upcoming 
year  (Kiley,  198  2). 

Flight  hours  are  allocated  to  squadrons,  carriers, 
and  naval  air  stations  as  quarterly  planning  figures  which 
may  be  exceeded  if  0PTA8  funds  are  sufficient  to  support 
additional  hours.  The  hours  are  allocated  for  a  specific 
quarter  and  may  not  be  carried  forward  to  the  next  quarter 
(CDMNAVAIHPACINST  7303.1  IE,  1976). 

The  flight  hours  allocated  are  based  on  the  hour 
milestones  for  each  type  of  aircraft  as  determined  by  the 
Fleet  Commander  to  be  necessary  to  maintain  stated  readiness 
objectives.  To  provide  guidelines  for  the  squadron 
commander  for  the  execution  of  his  training  program,  each 
Fleet  Commander  publishes  a  CNO  approved  training  and 
readiness  manual.  The  manual  identifies  those  evolutions 
deemed  essential  to  attain  and  maintain  the  desired 


readiness  level.  These  milestones  are  equated  to  a  number 
of  flying  hours  required  for  their  completion. 

The  flying  hours  that  .NAP  aust  monitor  are  divided 
into  three  categories: 

a.  TACTICAL  AIR/ANTI-SUB MARINE  BARF  ARE,  operational 
combat  units; 

b.  FLEET  READINESS  SQUADRONS,  units  which  provide 
transition  and  refresher  training;and 

c.  FLEET  TACTICAL  SUPPORT,  units  which  support  fleet  air, 
sea  and  shore  based  missions. 

a.  Tactical  Air  and  Anti-Submarine  Warfare 
(TAC  AIR/ASW) 

TACAIR/ASW  flying  hour  requirements  are  based  on 
three  factors: 

(1)  force  levels  (UE) 

(2)  the  flight  crew  manning  factor  required  to  carry  out 
assigned  missions  (Crew  Seat  Ratio  -  CSR|  ,  and 

(3)  the  hours  required  to  maintain  the  average  flight  crew 
qualified  and  current  to  perform  its  assigned  mission 
(Primary  Mission  Readiness  -  PSR)  . 

A  combination  of  these  factors  provides  the  annual  Flight 
Hour  requirement  for  each  TACAIR/ASW  squadron.  The  general 
equation  is: 

UE  Z  CSR  *  NUMBER  OF  CREBS 

NUMBER  OF  CREWS  X  PHR  X  1  2  ■  ANNUAL  FLIGHT  HOUR  REQUIREMENT. 
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b.  Fleet  Readiness  Squadrons  (PRS) 

Fleet  Readiness  Squadron  (PRS)  requirements  are 
deterained  by  the  number  of  students  to  be  trained. 

Students  are  programmed  in  one  of  five  different  categories, 
each  of  which  requires  a  prescribed  nunber  of  training 
hours. 


c.  Fleet  Tactical  Support  (PTS) 

Fleet  Tactical  Support  (PTS)  hours  are  a 
function  of  the  number  of  forces  assigned  to  PTS  by  CNO  and 
a  prescribed  utilization  rate  for  each  aircraft. 

3.  £oSt  £££  Eliiaa  3211 

The  second  part  of  the  FHP  monitored  by  CRAP  is  cost 
per  flying  hour.  For  Flight  operations,  the  cost  per  hour 
is  the  result  of  the  division  of  two  totals  -  DFC-01  costs 
and  the  hours  flown  for  each  type  of  aircraft  in  the  fleet 
(Bozin,  1981)  .  OFC-0 1  obligations  and  hours  flown  are 
reported  monthly  to  CRAP  by  all  squadrons  under  his 
administrative  command,  Operating  forces  provide  flight 
operations  information  on  their  monthly  BOS.  Shore 
activities  which  charge  their  flight  operations  costs  to 
their  own  OB  provide  their  monthly  information  on  a  monthly 
Flying  Hours  cost  Report.  Although  different  in  format, 
both  the  BOR  and  the  activity  Flying  Hour  Costs  Report 
provide  the  following  information: 

(1)  Obligations  for  POL  and  other  Flight  Operations; 

(2)  Applicable  aircraft  type  equipment  code  (TEC)  ; 

(3)  Number  of  operating  aircraft; 

(4)  Total  gallons  cf  AV3AS/JP-4  consumed  during  the  report 
month; 

(5)  Flight  hours  flown  during  tha  month; 
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(6)  Total  gallons  of  JP-5  consumed  daring  th«  raport 
month. 

Tha  information  is  consolidated  and  verified  by  the  Staff, 
CHAP  who  then  provides  thrae  rel&tad  outputs: 

(1)  The  Flight  Hour  Cost3  Autodin  Report  (OPNAV  7310-3A), 

(2)  A  computed  cost  par  hour  for  each  TMS,  and 

(3)  A  series  of  staff  management  reports. 

a.  Flying  Hour  Co3t  Report  (FHCR) 


The  Flight  Hour  Costs  Autodin  Report  is 
submitted  by  CHAP  to  CNO  (DP  51C) .  DPNAVINST  7310. ID 
provides  the  following  specific  instructions  in  the  report 
submission: 


thgse  gross  adjusted 
with  the 

_ _  _ _ _  -s.y..  aircraft  POL 

and  consumable  material  and  supDlIes.  r  Further,  it  is 
emphasized  that  military  labor,  civilian  labor, 
administrative  overhead,  . commercial 
labor  saving  devices,  initial  IMRl, 
non-man  carrying  target  drone  coet3 
in  reporting  costs  (1980,  p.2)  . 


..an _ 

washing  of  aircraft, 
travel  costs  ana 
are  not  to  be  included 


The  report  provides  CNO  with  the  same  DFC-01  information 


that  is  provided  to  CNAP  (e.g.,  number  of  aircraft,  flying 
hours,  fuel  costs).  In  addition  to  Flight  Operations  costs, 
the  report  also  provides  organizational  and  intermediate 


maintenance  (AFM )  costs.  This  information  is  collected  by 
CNO  and  used  to  produce  the  yearly  budget  for  dollars, 
hours,  and  costs  per  hour  -  the  CNO  DP-20  REPORT. 


b.  Computed  cost  Per  Hour 


CNAP's  computed  cost  par  hour  is  used  to  measure 
the  performance  of  reporting  squadrons  in  meeting  the 
budgeted  cost  per  hour  objectives  established  in  the  Op-20. 
Significant  variances  from  the  prescribed  figures  must  be 
justified  by  the  reporting  squadron.  Additionally,  since 
the  number  of  hours  that  can  be  flown  by  a  squadron  is 
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directly  related  to  a  specific  dollar  OPTAR  great ,  increased 
costs  per  hour  reduce  the  number  of  hours  that  say  be  flown 
(Reily,  1982)  . 


H.  STAFF  MAHAGEHEHT 

1.  Eli  si  Is&iu&Iai  ia£  a alias.  itiin iz 

The  CHAP  Staff  position  with  primary  responsibility 
for  managing  OFC-01  funis  is  the  Pleat  Accounting  and  Budget 
Officer  (Code  01911),  rhs  position  is  tasked  to. "monitor 
flight  operations  and  closely  administer  funds  in  support  of 
the  flying  hour  program  (FHP)  ;  insuring  distribution  of 
funds  for  a  balanced  program"  ( COMN  A7  AIRPACSTAFFINST 
54H0.2E,  1982,  p  .2-3-15)  . 

2.  QECzfll  2EIi£  ££22£l§  &LSB££ 

The  staff  position  with  the  responsibility  for  the 
majority  of  the  administrative  effort  in  monitoring  OFC-01 
funds  (Code  019111.3)  has  the  following  duties: 

(1)  receive,  record,  validate  and  oontrol  the  Flight 
Operation  Budget  OPrAR  Reports, 

(2)  initiate  corrective  iction  on  reports  that  are 
incorrect , 

(3)  assist  in  maintaining  the  Flying  Hour  Cost  Report 
system, 

(4)  prepare  input  data  for  the  consolidated  Flying  Hour 
Program  cost  submission  to  CHD, 

(5)  validate  the  Flying  Hour  Cost  Report  output  data, 

(6)  perform  minor  analysis  on  the  Plying  Hour  Program 
data, 

(7)  initiate  follow-up  action  on  missing  BORs, 
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(8)  prepare  several  Staff  0F3-01  management  reports,  and 

(9)  maintain  various  other  financial  control  records. 


The  monthly  OFC-01  funis  information  inflow  to  this 
Staff  position  consist  of  144  Budget  OPTAR  Reports  and 
numerous  station  Flying  Hour  Cost  Reports.  Records  indicate 
that  approximately  twenty  percent  of  the  BORs  received 
either  have  invalid  data  or  are  not  received  in  the 
prescribed  time  period.  Torres tions  to  erroneous  inputs  and 
expediting  late  reports  ie  normally  accomplished  via 
telephone.  There  is  presently  no  written  Staff  feedback  to 
the  reporting  squadrons  regarding  the  quality  of  the  data 
they  have  provided. 

3.  laisiaii 


Staff  review  of  internal  controls  and  financial 


practices  is  accomplished  by  the  Staff  position  Code  019A. 

That  position  is  also  assigned  auditing  and  Foreign  Military 

Sales  duties.  The  position  is  assigned  the  following 

duties,  responsibilities,  and  authority: 

(1)  appraise  the  adequacy  of  internal  controls  and  the 
quality  of  procedures  for  necessity,  economy,  and 
conformity  with  policies  and  principles  established  by 
higher  authority. 

j(2)  Recommend  improvements  ts  correct  deficiencies  noted 
in  financial  practices  within  the  Resource  Management 
office  and  other  Staff  departments. 


Serve  as,  principal  liaison  wita  the  Nayal 
ice.  £na_its  rfpfesfnt at^vf^for  aljl^udits 


the  Command  or  its  field 


,es. 


Audit 

conducted 


(4)  serve  as  contact .point  and  liaisou  with  the  General 
Accounting  Office  and  its  representatives  for  GAO  visits 
and  reports  concerning  NAVAIftPAC. 


repor 
Perfo__ 

So&NAVAIRPAC  staff  civilian  personnel. 


?ft£f2£? aping  functions  for 

iv  .  j 


(6)  Perform  financial  reviews  of  appropriated  funds  held 
By  the  Resource  Management  Officer  Ana  other  Staff 
departments. 


(7)  Serves 
computes  an 


Js  contact  point, for  financial  aspects  of  FMS, 
submits  for  reimbursement,  the  vanr 


alements  associated  with  FMS. 


,ous  cost 


(COMNAVAIRPACSTAFFINSI  5440. 2E,  1992,  p.2-3-11). 


V.Vt 


I.  SOHHIST 

This  chapter  has  described  the  monitoring  of  QFC-01 
funds  and  costs  at  CNAP.  The  primary  control  maehanism  is 
tha  budgetary  system  which  uses  the  Budget  OPTAR  Report  as 
the  measuring  device.  Iha  BOR  not  only  provides  necessary 
financial  information,  but  also  tha  information  needed  to 
support  the  Navy  Plying  Hour  Program  (FHP)  . 

The  financial  responsibility  of  the  Type  Commander  in 
monitoring  OFC-O  1  funds  has  been  discussed.  The  flow  of 
funds  frcm  CNAP  to  the  operating  unit  and  the  operational 
chain  of  command  from  CNAP  to  commands  under  its 
administrative  command  has  been  presented. 

The  Operating  Target  (OPTAR)  ,  Budget  OPTAR  Report  (BOR)  , 
Flying  Hour  Program  (FHP)  ,  and  Flying  Hour  Cost  Report  have 
been  discussed.  Significant  points  discussed  include: 

(1)  the  responsibility  of  tha  squadron  for  the  efficient 
and  effective  use  of  OPTAR  dolLars  without  any  means 
of  measuring  that  effectiveness, 

(2)  the  critical  nature  of  information  on  the  BOR  ir.  the 
effective  management  of  3FC-D1  funds, 

(3)  the  importance  of  the  FHP  in  pLaaning,  programming  and 
budgeting  for  Naval  aviation  forces, 

(4)  the  relationship  between  the  B3R  and  Flying  Hour  Cost 
Report,  and 

(5)  the  use  of  the  BOR  La  preparing  the  Flying  Hour  Costs 
Autodin  Report  and  a  computed  cost  per  hour  for  each 
Type/Model /Series  (IN  S)  aircraft. 

Pinally,  the  chapter  dascribed  tha  Staff  management  of 
073-0 1  funds,  including  tha  responsibilities  of  the  Fleet 
Accounting  and  Budget  Officer  (01911),  Staff  position 
019111.3,  and  the  internal  reviaw  position  (019A)  . 
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Th.  next  chapter  coapar.s  the  aanagaaent  control  syate. 
of  ore -01  funds  at  CSJiP  «Uh  the  eodel  of  aanageaant  control 
systems  develop***  in  the  thesis. 


IV.  SQflEi&iaa&S 


A.  GENERAL 

The  purpose  of  this  chapter  is  to  compare  the  management 
coatrol  system  for  Plight  Dperations  (DFC-01)  funds  at  the 
Headquarters,  Commander  Naval  Mr  Forces,  Pacific  (CNAP) 
with  the  model  of  management  control  eystams  developed  in 
the  thesis.  The  chapter  is  divided  into  two  parts.  Part 
one  compares  the  control  system  for  DPC-01  funds  to  the 
characteristics  cf  control,  systems  identified  in  the  model. 
The  second  part  compares  the  CNAP  coatrol  system  for  OFC-01 
funds  with  four  elements  of  organization  control  systems 
described  in  the  model  -  (1)  design  of  control  systems,  (2) 
goals  and  objectives,  (3)  measurement  devices,  and  (4) 

performance  monitoring  and  appraisal. 

0 

B.  CHARACTBRIST ICS  OF  COST BOL  SYSIESS 
i.  ssasniiil  £iiasat3 

a.  Information  Systems 

In  the  model,  information  systems  racord  the 
progress  of  an  activity.  3 NAP  has  a  well  developed 
information  system  for  recording  the  progress  of  its 
activities.  The  primary  elements  of  that  information  system 
are  the  BOR  and  the  FHCR .  In  addition,  there  is  frequent 
informal  oral  and  telegcapaic  communications  between  the 
Staff  and  the  operating  squadrons,  between  the 
Functior.al/Air  wing  Commanders  and  the  operating  squadrons, 
and  between  the  Staff  and  the  Functional/Air  Ring 
Commanders. 
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b.  Structural  Organization 


According  to  the  nodal,  the  activity  should  be 
an  element  in  a  structural  organization.  The  control  system 
for  0 PC-01  funds  is  an  elaient  in  the  hierarchical  financial 
structure  which  exists  from  the  CNO  level  to  the  operating 
unit  level.  Information  (e.g.,  obligations,  hours  flown, 
gallons  of  fuel  consumed)  is  collected  at  the  sguadron 
level,  recorded  in  standardized  records,  and  transmitted  to 
CHAP.  CNAP,  in  turn,  collects  the  information  on  BORs  and 
FHCF.s,  records  the  information  in  memorandum  records,  and 
transmits  flying  hours  and  cost  per  hour  to  highar 
authority.  The  frequency  1 nd  format  for  both  the  BOR  and 
the  FHCfi  are  specified  in  CNAP  and  othar  Navy  instructions. 

c.  Feedback  to  the  Organizational  Unit 

The  third  essential  element  required  of  control 
system  characteristics  is  a  formal  report  document  for 
generating  "feedback”  to  the  organizational  unit.  Thare  is 
no  formal  "feedback"  report  for  OFC-31  funds  generated  by 
CNAP.  Squadrons  are  normally  contacted  by  telephone  or  by 
message  regarding  errors  in  BOR/FHCR  submissions. 

d.  Activity  Measures 

As  stated  in  the  model,  a  planned  or 
predetermined  activity  measure  against  which  actual 
achievement  measures  can  be  compared  must  be  established. 
Three  such  measures  exist  at  CNAP  -  budgeted  dollars, 
budgeted  flight  hours,  and  cost  per  tour. 

At  the  beginning  of  each  fiscal  year,  a  first 
quarter  OFC-01  OPTAR  is  established  for  each  aviation  unit 
under  the  administrative  command  of  CNAP.  The  OPTAR 
authorizes  obligations  against  CNAP  funds  up  to  the  amount 
of  the  OPTAR  amount  (COMNA7  AIRP  ACINST  7303. 11E,  1976).  The 
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activity  measure  (funds  authorized)  is  revised  and  restated 
at  the  beginning  of  each  subsequent  quarter  when  funds  for 
that  quarter  are  authorized.  Obligations  and  obligation 
rates  are  measured  by  reviewing  the  aonthly  BOS  submissions. 

Flight  hours  ace  allocated  to  squadrons, 
carriers,  and  Naval  Air  Stations  as  quarterly  planning 
figures  which  may  be  exceeded  if  OPTAR  funds  are  sufficient 
to  support  additional  hour3.  fhe  hours  are  allocated  for  a 
specific  quarter  and  may  not  be  carried  forward  to  the  next 
quarter  (COMNAV  AIRPACINSr  7303. 11E,  1976). 

CNAP's  computed  cost  par  hour  (CPH)  is  used  to 
measure  the  performance  of  reporting  squadrons  in  meeting 
the  budgeted  cost  per  hour  objectives  established  in  the  CNO 
OP- 20 •  Variances  from  the  prescribed  figures  must  be 
justified  by  the  reporting  squadron. 

e.  Decision  Making 

Finally,  the  aodel  requires  a  decision  making 
capability  within  the  organization  unit  to  take  action  that 
will  bring  the  achievement  level  in  line  with  the  planned 
level.  The  Squadron  Commanding  Offirar,  by  the  very  nature 
of  his  position,  generally  has  that  decision  making 
capability.  He  is  responsible  for  the  efficient  and 
effective  use  of  the  resources  made  available  to  him. 
Disregarding  superordinary  requirements  placed  upon  him  by 
his  superiors,  the  Squadron  Commanding  Officer  13  in  a 
position  to  make  decisions  that  will  keep  obligations, 
flight  hours  and  cost  per  hour  (CPH)  in  line  with  budgeted 
or  planned  levels. 

2.  1U  2CSAJ2U&U2Q  A  A  A  E2UL.  iX§££& 

In  the  aodel,  a  management  control  system  is 
described  as  a  total  sy3tea  in  the  ssnse  that  the  system 
must  behave  as  a  whole;  the  changes  Ln  every  element  are 
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dependent  on  all  the  others .  The  control  system  for  QFC-01 
funds  exists  within  a  contcol  framework  established  by  CNQ. 
By  allocating  flying  hours  and  dollars  and  by  setting  cost 
par  hour  standards,  CNO  is  embracing  virtually  all  aspects 
of  the  aviation  coaaunity.  As  a  part  of  the  FHP , 
obligations  of  OFC-OI  funds  iapact  01  decision  taking 
concerning  operational  schedules,  training  exercises,  the 
nuaber  of  aircraft  available  for  flying,  the  nusber  of 
pilots  available,  actual  versus  projected  cost  per  hour,  and 
the  aaount  of  funds  appropriated  by  longress  and  allocated 
by  CNO  and  CINCPACFLT. 

3.  S2&1  saa^casassi 

A  third  characteristic  of  control  systeas  is  goal 
congruence.  As  described  in  the  model,  the  use  of  technical 
tools  (e.g. ,  budgets,  standards,  foraal  measures  of 
performance)  provides  information  and  feedback  to  help 
ensure  goal  congruence.  Cnap*s  control  system  for  OFC-01 
funds  uses  budgets,  standards  (CNO  DP-20),  and  formal 
measures  of  performance  (CPH)  to  generate  and  receive  large 
amounts  of  information  (e.g.,  BORs,  ?HCRs).  Howaver,  there 
is  no  formal  feedback  to  the  squadron  level.  Thus,  one  of 
the  two  elements  required  to  enhance  goal  congruence  is 
missing  from  the  control  system  for  DFC-01  funds. 

4.  EiaaasUl  aisaafcaca 

Finally,  as  stated  in  the  model,  management  control 
systems  are  built  around  a  financial  structure.  The  entire 
information  and  reporting  structure  of  the  OFC-11  control 
system  is  based  cn  monitoring  and  reporting  financial 
information:  OPTARs  and  OBs  are  in  terms  of  targeted  dollar 
levels  and  the  BOR  and  FHCR  report  obligations.  Although 
hours  flown  are  reported  and  budgstel  within  the  OPC-OI 
funds  control  system,  they  are  a  direct  function  of  cost  per 
hour  and  funds  authorized. 
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C.  CONTROL  IN  0  BBANIZAI I3R  S 


i  •  tiaisa  si  tssitsl  iisi tas 

a.  The  Organization  as  a  System 


Described  in  tha  modal  as  an 

input-transfona tion-output  system,  an  organization  involves 
a  number  of  activities,  namely  receiving  inputs, 
transforming  inputs,  controlling,  coordinating,  and 
maintaining  tha  transformation  activities,  and  generating 
outputs.  As  a  major  staff  command,  ZHAP  fits  this 
input-transforma tion-output  model.  The  mission  of  the 
Staff,  as  stated  in  CNAPSII FFINST  5443. 2E,  is  to: 


( 1)  Gather  and  evaluate,  detailed  and,  accurate  information 
on  all  phases  of  tne  existing  situation--strategic, 
tactical,  and  logistical. 


les,  directives,  and  reports 
on,  or  in  compliance  with 
higher  authority. 


<3)  Translate  the  decision  of  tha  Commander  into 
directives. 


(4)  Disseminat e  information  and  directives  to  subordinate 
commanders  and  information  ana  reports  to  higher  authority 
rapidly,  accurately,  and  completely. 


and 

rect 


Evaluate  the  execution  of  the 
ves'by  subordinate  commands. 


<1982,  p.  1-1-11. 

Within  the  Staff,  the  Fleet  Budget  and 
Accounting  Officer  (Code  01911»  has  many  duties  which 
correspond  to  the  characteristics  of  the 
input -transforma tion-out pat  system.  Some  of  those  duties 
include: 

(1)  formulate  budget  and  apportionment  calls, 


(2)  receive  budget  and  ap  portionmea  t  requests  from 
subordinate  commanders. 


(3)  coordinate  budget  submissions  to  CINCPACFLT, 

(4)  administer  funds  in  support  of  the  Flying  Hour 
Program, 

(5)  review  financial .perf ormance,  ooth  by  activity  and 
funding  category,  and 


(6)  initiate  recommendations  foe  adjustments  or 
reprograasing  ex  resources. 


(  COHN  AVAIRP  ACS  TAPP  INST  5440. 2E.  1992,  p.2-3-15). 

A  central  part  of  .NAP's  organizational  system 

is  the  flow  of  0 PC-01  funis.  Punis  flow  dirsctly  from  CNAP 

to  the  ussc  sgua irons  and  the  subsaguant  financial  reports 

go  fros  the  squadrons  back  to  CNAP.  The  Commanders, 

Coaaanding  Officers,  and  Officers  in  Charge  of  NAV AIRPAC 

operating  forces  are  responsible  to  CNAP  for: 

(1)  The  effective  and.  economical  utilization  of  funds  and 
material. 


(2)  The.  establish  sent,  and  na 
required  herein,  and 


authority. 


_  _  _ aintenance 

.ere in,  and  as  required  by  direc 


of 


record: 

tlVS3  J 


;  as 
rom 


higher 


(3)  That  charges  are  not  incurred  in  an  amount  in  excess 
of  funds  granted  exceot  in  emergencies  as  discussed  m 
paragraph  200.  2. 

(4)  The  propriety  of  charges  to  C01NAVAIRPAC  funds. 


(5)  The  timely  submission  of  all  required  reports. 

(6)  The  prompt  return  to,  COMS AVAIR? AC  of  any  funds  which 
are  in  excess  of  the  activity's  needs.  (COBNA VAIRPACINST 
7303. 1  1E,  1976,  p.  1-1) 


b.  Characteristics  of  the  Organization 


Five  characteristics  of  the  organization  that 
are  required  to  relate  the  total  system  to  its  environment 
are  identified  in  the  model  Those  characteristics  are:  (1) 
the  degree  of  decentralization,  (2)  budgetary  control,  (3) 
span  of  control,  (4)  flow  of  spending  authority,  and  (5) 
internal  review.  An  analysis  of  the  CNAP  Staff  control  of 
OFC-01  funds  indicates  that  the  characteristics  are  present, 
to  varying  degrees,  in  the  CNAP  staff  organization. 

(1)  It  J&L£lllL&iU&l2iL-  There  are  two 

specific  advantages  of  decentralized  management  detailed  in 
the  model  -  delegation  of  decision  making  authority  and 
motivation  for  operating  managers.  It  was  also  pointed  out 
in  the  model  that: 

(1)  By  decentralization,  top  management  acknowledges  its 
inability  to  handle  the  number  of  decisions  which  must 
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be  mad*  in  the  organization,  and 

(2)  the  priaaty  means  of  assuring  top  management  control 
in  the  decentralized  organization  is  through 
responsibility-center  management. 

CNAP  is  decentralized  operationally  nut  not  financially. 
Operational  control  passes  from  CNAP  through  various 
subordinate  commands,  vita  the  squadron  Commanding  Officer 
directly  responsible  to  either  his  Air  Wing  Commander  or 
Punctional  wing  Commander.  This  chain  delegates  a  portion 
of  the  operational  decision  malting  to  a  point  below  the  Type 
Commander.  Conversely,  decision  making  on  financial  matter 
rests  with  cnap.  CNAP  receives  and  monitors  all  financial 
reports.  As  pointed  out  in  Chapter  III,  the  responsibility 
for  receiving  and  monitoring  the  144  DPC-01  BORs  rests  with 
one  Staff  position.  The  centralized  financial  management  of 
0FC-01  funds  does  not  adhere  to  the  responsibility-center 
management  concepts  developed  in  the  model. 

(2)  anflflftUCE  As  a  centralized 

financial  management 'system ,  0PC-Q1  budgetary  control 
corresponds  to  many  of  the  budgetary  control  characteristics 
of  the  model.  The  model  emphasizes  budgetary  control  as  one 
of  the  principle  steps  in  the  management  control  process. 
Budgetary  control  characteristics  included: 

(1)  incorporating  the  plans  of  the  organization  into  a 
budget, 

(2)  measuring  and  comparing  actual  results  with  the 
budget, 

(3)  reviewing  and  investigating  variances,  and 

(4)  taking  corrective  action. 


CHAP  budgetary  control  is  a  key  element  in 
controlling  OFC-01  funds.  CHAP  submits  an  annual  OFC-01 
budgat  basad  on  tha  projected  oparating  plans  for  the  coning 
fiscal  yaar  and  tha  historical  cost  lata  accumulated. 
Throughout  tha  yaar  tha  obligations  and  cost  data  ara 
collacted  and  coaparad  to  tha  projactad  budgat  figures  for 
both  obligations  and  costs.  Variations  are  reviewed  and 
OPrARs  and  flying  hours  are  adjusted  as  required.  CRAP 
evaluates  squadron  and  aircraft  performance  on  a  aonthly 
basis • 

(3)  s£  Control-.  In  the  modal,  span  of 
cootrol  is  described  as  the  number  of  subordinates  or 
activities  which  a  manager  or  supervisor  manages.  It  is 
pointed  out  that  there  is  no  precisa  formula  for  determining 
what  constitutes  an  appropriate  span  of  control. 

The  centralized  nature  of  CNAP's  control 
system  has  created  a  span  of  control  of  one  position 
responsible  for  144  OFC-01  OPTARS  and  several  associated 
management  reports.  Tha  position  is  also  responsible  for 
numerous  other  duties  including  assisting  in  maintaining  the 
Flying  Hour  Cost  Report  system,  preparing  input  data  for  the 
consolidated  flying  hour  program  cost  submission  to  CRO,  and 
validating  the  Flying  Hour  Cost  Report  output  data. 

(4)  l low  o£  AESJlii&a  stated  in 

the  model,  spending  flow  should  go  from  the  immediate 
superior  commands  to  subordinate  commands  in  order  co  give 
tha  immediate  superior  the  "power  of  the  purse"  over  its 
subordinate  commands.  Tha  flow  of  3FC-01  funds  does  not 
foLlow  such  a  pattern.  OFC-01  funds  are  distributed 
directly  from  CRAP  to  the  operational  squadron.  The 
Functional  Wing  Commanders  and  tha  Air  Ring  Commanders  are 
left  out  of  the  financial  chain.  However,  the  Functional 
wing  Commander  does  receive  an  informational  copy  of  aach 
BOR  and  is  tasked  to  monitor  the  financial  management 
practices  of  their  subordinate  units. 
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(5)  Ifliltaai  BJYiSH*  It  is  pointed  out  in  the 
model  that  the  management  control  sys tea  in  large 
organizations  should  have  in  internal,  review  stiff  to  ensure 
that  the  control  systee  is  effective.  The  purpose  of  the 
internal  review  staff  is  to  conduct  independent  examination 
and  aake  reports  on  its  findings  in  order  to  assist 
management  in  evdauating  the  function  of  systems  and 
controls. 

CNAP’s  internal  review  staff  is  Staff 
position  Code  01 9A.  As  noted  in  Chapter  III,  the  position 
is  assigned  auditing  and  foreign  military  sales  duties  as 
well  as  its  internal  revise  duties.  The  position’s  internal 
review  duties  include  appraising  the  adeguacy  of  internal 
controls  and  the  qual.  /  of  procedures  for  necessity, 
economy,  and  conformity  with  policies  and  principles 
established  by  higher  authority,  and  recommending 
improvements  to  correct  deficiencies  noted  in  financial 
practices  within  the  Resource  Sanagement  Office  and  other 
Staff  departments. 

c.  constraints  on  the  Control  system 

(1)  Data  As  documented  in  the 

model,  collecting  valid  data  is  a  major  problem  in  control 
systems.  Some  invalid  data  is  submitted  to  cover  errors, 
and  some  because  the  control  system  isks  for  information 
that  is  not  available.  The  model  also  states  that  lack  of 
attention  to  reported  information  by  top  management  will 
result  in  hastily  accumulated  and  untralidated  information 
from  subordinate  managers. 

As  noted  in  Chapter  III,  twenty  percent  of 
the  OFC-01  BORs  received  by  the  Staff  have  either  invalid 
data  or  are  not  received  ia  the  prescribed  format..  Lack  of 
valid  data  effects  cost  per  flying  hour  calculations,  which, 
in  turn,  affect  the  number  of  3FC-31  dollars  allocated. 


'FA'’ 
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They  both  effect  future  year  OPC-OI  fund  and  flying  hour 
budgets. 

(2)  Qflggqq  2t  ££ELi£2i*  The  second  constraint 
on  control  systems  discussed  in  the  lodel  is  the  degree  of 
control.  It  is  pointed  out  that  it  is  possible  to  have  too 
few  controls,  which  provides  little  guidance,  or  too  many 
controls,  which  is  very  restrictive.  CNAP’s  financial 
reports  provide  a  great  deal  of  infonation  to  CNAP  but 
provide  little  indication  that  the  squadron  Commanding 
Officer  is  aware  of  his  responsibilities  for  the  effective 
and  efficient  use  of  resources.  By  issuing  OPTAPs  directly 
to  squadrons,  CM AP  retains  control  over  flight  operations 
funds  on  a  grand  scale,  but  deprives  the  Air  wing  and 
Functional  wing  Commanders  a  degree  of  their  operational 
control  over  their  subordinate  squadrons. 

2.  sails  4&i  ofeJaa&isis 

a.  Goals 

Goals  are  defined  in  the  model  as  statements  of 
planned  or  desired  results.  Only  with  clear,  well  defined 
goals  can  performance  be  directed,  uncertainty  reduced,  and 
communications  encouraged.  It  is  not  clear  the  CNAP's 
control  system  for  OFC-OI  funds  establishes  either  clear  or 
well  defined  goals.  Although  each  squadron  commanding 
Officer  is  responsible  for  the  effective  and  efficient  use 
of  resources,  there  are  no  stated  measures  of  what  is 
effective  or  efficient.  Additionally,  there  are  no  formal 
written  goals  established  for  the  Flying  Hour  Program. 

Since  there  are  no  written  or  formally 
promulgated  goals  regarding  the  management  of  DPC-01  funds 
or  the  Flying  Hour  Ptogram,  there  is  no  way  of  knowing  if 
the  goals  of  the  Squadron  Commanding  Dfficer  are  consistent 
with  the  goals  of  CHAP  and  CMO.  Also,  referring  to  the  lack 
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of  feedback  from  CHAP  to  tha  squadroi  noted  previously. 
Squadron  Commanding  Officers  receive  little  or  no  foraal 
information  from  CHAP  regarding  how  their  financial 
performance  relates  to  the  overall  financial  goals  of  CNAP. 

CNAP's  goals  are  expressed  as  constraints.  By 
the  very  nature  of  OPTARs,  the  OFC-01  funds  issued  to  a 
squadron  are  spending  level. s  which  may  not  be  exceeded.  At 
the  same  time,  cost  per  hour  is  established  on  the  CNO  OP-20 
as  a  budget  figure  that  reguires  justification  for 
significant  variances. 

Proa  the  squadron  level,  the  manager  (Squadron 
Commanding  Officer)  is  not  involved  Ln  setting  goals. 
Squadrons  do  not  make  budget  submissions  for  dollars  or 
hours.  Their  only  input  is  through  obligations  and  reported 
hours  flcwn. 

At  the  CNAP  level,  the  Type  Commander  has  an 
input  into  the  F HP  goals.  CNAP  makS3  a  yearly  budget 
submission  for  OFC-01  funi3  and  annually  validates  the  CNO 
OP- 20  cost  per  hour  and  projected  flying  hour  figures. 

b.  Objectives 

Objectives  are  defined  as  specific  results 
stated  in  measurable  terms.  In  other  words,  objectives 
measure  output  in  some  measurable  way,  usually  in 
quantitative  terms.  It  is  very  difficult  to  state 
organizational  objectives  in  controlling  OFC-01  funds.  The 
basic  problem  is  that  the  overall  objectives  of  readiness 
and  training  are  not  directly  expressed  in  quantitative 
terms.  This  makes  the  overall  objectives  in  controlling 
OFC-0  1  funds  unclear.  The  objectives  used  (e.g.,  specific 
number  of  hours  flown,  a  specific  cost  per  flying  hour,  an 
obligation  rate)  are  input  measures  rather  than  output 
measures.  Consequently,  results  (output)  are  never  really 
measured. 
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3 .  uaasataaaat  fiaiisu 

The  accounting  and  budgetary  systems  used  by  CNAP 
coapare  very  favorably  with  the  measurement  devices 
described  in  the  aodel.  CNO,  CINCPACFLT,  and  CNAP  use  the 
operating  forces  accounting  system  (NAVSO  P-3013-2)  and  the 
CNO  directed  budgetary  system  for  tha  three  purposes 
identified  in  the  sodel.  Those  purposes  are: 

(1)  as  a  basis  for  coordinating  and  controlling  the 
current  activities  of  the  organization, 

(2)  as  a  basis  of  evaluating  operating  performance,  and 

(3)  as  a  basis  for  program  evaluation. 

The  CNAP  accounting  and  budgetary  system  exhibits  the 
following  characteristics  identified  in  the  model. 

First,  they  apply  to  stated  standards  of  performance 
(e. g. ,  OPTARs,  obligation  rates,  allocated  flying  hours, 
budgeted  cost  per  flying  hour). 

Second,  they  tend  to  rely  heavily  on  quantitative 

data. 

Third,  c£  the  eight  criterion  Anthony  and  Herzlinger 
list  for  all  control  devices,  as  noted  in  Chaptar  II,  CNAP 
accounting  and  budgetary  systems  meet  all  the  criterion  with 
the  exception  of  giving  more  credence  to  surrogates  than  is 
warranted.  Because  of  the  lack;  of  good  output  measures  for 
training  and  readiness,  obligations  and  cost  pec  flying  hour 
serve  as  surrogate  measures  of  performance  and  are  seen  as 
tha  primary  output  of  the  control  3y3tam. 

Finally,  the  measures  (e.g.,  OPTARs,  obligations, 
cost  per  hour)  tend  to  become  ends  in  themselves.  In  a 
system  of  constrained  budget  dollars  and  flying  hours, 
activities  pay  mere  attention  to  reporting  spending  or 
obligation  levels  than  to  the  actual  desired  output. 
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4.  Es££&£ffi&j££  flaaiiacina  iaa  neBtiis&l 


a.  General 

In  the  aodel  it  was  shown  that  performance 
monitoring  and  appraisal  provides  information  on  the  status 
or  organizational  activities  and  i3  a  means  to  provide 
feedback  to  working  managers  in  order  to  modify  their 
behavior  and  to  assign  incentives  an 3  rewards.  At  the  Type 
Commander  level,  the  control  system  is  specifically  designed 
to  monitor  performance  (e.  3.,  obligations,  hours  flown,  cost 
per  hour)  but  does  little  to  allow  appraisal  of  that 
performance.  As  identified  in  Chapter  II,  the  key  elements 
in  monitoring  and  appraising  performance  are  an  effective 
inforeation  system,  the  selection  of  an  appropriate 
evaluation  index,  the  establishment  of  a  standard  against 
which  to  measure  the  actual  performance,  and  assignment  of 
incentives  or  rewards. 

b.  Information  Systems 

The  information  system  described  in  the  model 
provides  information  to  rha  decision  maker,  provides  data 
rapidly  and  at  appropriate  intervals,  avoids  information 
overload,  and  presents  data  in  an  uni arstandable  form.  The 
sysnem  is  comprised  of  three  main  ty?9s  of  information  - 
financial,  routine,  and  a  variaty  of  non-routine, 
unsystematic  information. 

The  information  system  used  in  the  management 
control  of  OFC-OI  funds  consists  of  messages  allocating 
OF3-01  funds,  508s,  FHCBs,  and  a  secies  of  internal 
management  reports  used  by  CNAP  Staff  personnel.  There  is 
also  a  personal  information  link  (telephone)  between  Staff 
personnel  and  the  user  squadrons. 


The  informatics  system  provides  information  to 
CNAP  on  a  regular  basis  in  a  prescribed  format.  The 
information  system  also  allows  for  non-routine  inputs  (e.g., 
OPT  AH  augmentation  requests,  OPTAR  advance  requests, 
requests  for  mors  flying  hours).  However,  as  noted  in 
Chapter  III,  the  current  control  system  actually  forces  more 
information  through  the  system  than  can  be  adequately 
processed.  The  information  system  al30  does  not  provide 
routine  feedback  to  the  operating  squadron.  With  the 
exception  of  significant  errors  or  omissions  on  BORs  which 
must  be  corrected,  the  information  system  for  the  control  of 
OFC-OI  funds  is  strictly  one  way  --  bottom  up. 

c.  Evaluation  Index 

As  pointed  out  in  the  modal,  choosing  a  suitable 
evaluation  index  is  a  subjective  process.  An  index  may  be 
used  as  an  aid  in  decision  making  as  well  as  in  evaluating 
performance  (e.g.,  number  of  hours  flown,  obligations, 
obligation  rates).  An  index  that  is  satisfactory  for  one 
may  not  be  suitable  for  the  other.  Although  measured  by  the 
amount  of  OFC-OI  funds  obligated,  the  evaluation  index  for 
controlling  0FC-Q1  funds  is  the  cost  per  flying  hour  (CPH). 
Using  such  costs  as  an  index  has  the  two  limitations  pointed 
out  in  the  model: 

(1)  depending  on  the  validity  of  the  input  data,  the  costs 
are  not  entirely  accurate  measures  of  the  resources 
used;  and 

(2)  the  CPH  used  as  the  standard  Is  a  projected  figure 
based  on  historical  data  which  does  not  account  for 
the  different  operational  phases  (e.g.,  training, 
working/ready  duty,  deployment,  standown)  of  aviation 
sguadrons. 
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d.  standard  of  Performance 

The  standard  of  performance  described  in  the 
aodal  is  often  a  budgeted  cost  and  is  based  upon 
organizational  objectives  and  budgets  or  upon  past 
performance.  The  standard  of  performance  selected  in  the 
control  systea  for  OFC-OI  funds  is  the  budgeted  cost  per 
flying  hour  (CPH)  as  stated  on  the  CS3  OP-20.  The  cost  is 
dev  eloped  at  the  CHO  level  (OP  5  i)  based  on  three  years  of 
historical  data,  projected  operational  requirements  and 
assets,  and  budget  subaissions  froa  the  Fleet  Commanders. 

e.  Incentives  and  Awards 

It  is  suggested  in  the  model  that  incentives  and 
awards  are  necessary  for  continued  iaproved  effectiveness  by 
managers.  Sibson  (1976)  points  out  In  the  model  that 
practically  all  top  management  people  in  organizations  with 
incentive  plans  believe  they  make  a  positive  contribution 
(on  the  order  of  10  percent)  toward  aore  effective  work. 

The  CHAP  control  system  for  0FC-01  funds  does 
not  formally  provide  for  a  system  of  incentives  and  awards. 
As  evidenced  in  the  inforaation  system  which  is  generally 
bottom-up,  there  is  little,  if  any,  feedback  to  the 
squadron.  Additionally,  since  the  finding  and  operational 
chains  of  command  do  not  coincide,  the  squadron  Commanding 
Officer's  financial  manageaent  performance  is  not 
necessarily  appraised  by  his  immediate  superior,  thereby 
providing  no  direct  avenue  for  granting  incentives  or 
rew ar ds. 
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0.  SOBBABT 


This  chapter  has  compared  tho  control  systei  for  OFOOI 
funds  usad  by  CM AP  to  tha  control  system  modal  developed  in 
tha  thasis.  Tha  comparison  was  a&da  ragarding  tha 
characteristics  cf  control  systaas  and  four  asptcts  of 
control  in  organizations.  A  review  of  tha  comparison 
batvaan  tha  control  systaa  for  OFOOI  funds  and  tha  control 
systaa  nodal  developed  in  tha  thasis  lakes  it  possible  to 
highlight  the  strengths  and  weaknesses  of  tha  CHAP  control 
systaa  for  OPC-OI  funds,  to  draw  conclusions  based  on  those 
strengths  and  weaknesses,  and  to  maks  recommendations  for 
improwing  the  management  control  of  Flight  Operations  funds. 
That  review,  tha  conclusions  drawn,  and  the  subsequent 
recommendations  constitute  the  next  chapter. 
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v.  sQiciMtMsi  m  aacaiasmiisiss 


A.  GENERAL 

The  major  premise  of  tlx  is  thesis  has  bean  that  control 
■ust  support  th«  decision  asking  process.  The  primary 
objective  has  becx  to  reviav  the  management  control  of 
OPC -0 1  funds  at  Commander,  Naval  Air  Forces,  Pacific  (CNAP) 
and  to  sake  specific  recosaenda tions  for  improving  the 
control  process  for  OFC-01  funis  and,  in  turn,  for  improving 
the  decision  making  regarding  the  a&aagement  of  0PC-01 
funds* 

This  chapter  presents  conclusions  drawn  froa  the 
comparison  of  the  CNAP  control  systea  of  OFC-01  funds  with 
the  control  model  identified  in  the  thesis  and  presents 
specific  recommendations  for  improving  the  management  of 
OFC-01  funds.  Finally,  areas  of  future  thesis  topics  are 
identified. 

B.  FIDUCIARY  OR  HANAG8HENI  CONTROL? 

A  major  conclusion  of  the  thesis  is  that  the  CNAP 
budgetary  control  and  financial  reporting  structure  provides 
effective  fiduciary  accounting  for  OFC-01  funds.  This 
fiduciary  accounting  sy3tea  is  concerned  with  the 
safeguarding  of  assets  (e.  g.,  dollars,  flying  hours)  and  th» 
reliability  of  financial  records.  It  is  designed  to  assure 
that: 


Anthony  and  Herzlinger  writ*,  "Fiduciary  accounting  is  a  way 
to  ktap  track  (monitor)  of  funds  to  ensure  that  they  ara 
spent  honestly"  (1980,  p.53).  At  CHAP,  this  fiduciary 
accounting  provides  an  excellent  naans  of  monitoring 
operating  fores  conplianca  with  financial  and  CNO  flying 
hour  guidance.  It  doss  not,  however,  assura  effective 
aanagaaant  control.  As  idantifiad  in  Chapter  III,  tha  najor 
anphasis  in  aanaganant  control  is  afficiant  and  affactiva 
usa  of  rasourcas.  Fiduciary  accounting  is  only  ona  part  of 
a  aanagaaant  control  systan. 

Tha  CHAP  control  systai  ralias  vary  heavily  on  fiduciary 
accounting.  Tha  CHAP  Staff  position  (Coda  01911)  with 
primary  responsibility  for  managing  DFC-01  funds  is  tasked 
to  "...monitor  flight  operations  and  closely  administer 
funds  in  support  of  the  Flying  Hour  Program  insuring 
distribution  of  funds  for  a  balanced  program" 

(CDBNAVAIHPACSTA  FFINST  54^0. 2E,  1982,  p.2-3-15).  Top  level 
Navy  management  further  supports  thi3  fiduciary  approach. 

CN3  guidance  relating  to  flight  hour  costs  call3  for  the 
"...reporting  of  flight  hour  costs  and  related  flying  hours 
to  permit  monitoring  of  funds  related  to  the  Flying  Hour 
Program,  to  allow  for  the  development  of  flying  hour  cost 
factors,  to  insure  uniformity  of  data  reported  and  to  insure 
conformance  to  Comptroller  of  the  Navy  financial  reporting 
requirements"  (OPNAVINST  73  10.10,  1930,  p.1).  As  a 
consequence,  CNAP's  control  system  is  very  useful  for 
monitoring  cost  and  flying  hour  data.  CNAP's  highly 
centralized  financial  organization  collects  obligation  and 
flying  hour  data  directly  from  the  operating  units.  The 
emphasis  on  monitoring  operations  is  not  without  its  costs, 
however.  As  noted  in  the  following  sections,  the  fiduciary 
aspects  of  controlling  OFC-01  funds  do  little  to  ensure 
effective  management  control  of  Flight  Operations  funds. 
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C.  COHPABISOIS:  STHI9ST9S 


The  comparison  of  ths  -NX?  control  system  for  OFC-OI 
funds  with  ths  control  symtem  developed  in  ths  model  makes 
it  possibls  to  idsntify  saveral  notable  strengths  and 
weaknesses  in  ths  control  systes  for  0FC-Q1  funds.  This 
ssction  and  ths  next  ssction  discuss  those  strengths  and 
weaknesses.  Ths  noted  strengths  are  a  sound  ba3o  for  the 
present  fiduciary  systes  and  would  serve  as  good  starting 
points  for  a  such  sore  comprehensive  management  control 
systes. 

1*.  Q2iS£li2§2 

The  present  system  is  very  specific  in  3tating  its 
operational  objectives.  Expressed  as  constraints,  OPTAR 
levels,  flying  hours,  and  cost  per  hour  are  levels  not  to  be 
exceeded  by  the  squadron  without  Type  Commander  approval. 

2.  sell  Baiei22s4  laCsisaUsa  smaa 

CNXP  has  a  well  developed  information  system  for 
recording  the  progress  of  its  subordinate  activities.  CNAP 
can  be  viewed  as  a  highly  centralized  financial  information 
processing  system.  The  formal  report  structure  (e.g.,  BOR, 
FHCR)  and  the  informal  oral  and  telegraphic  communications 
among  the  various  command  levels  in  the  CNAP  administrative 
chain  provide  CNAP  with  much  information.  This  allows  CNAP 
to  monitor  the  actions  of  each  of  the  aviation  units  under 
it3  administrative  command. 

3.  SAxflua  &£E&£iiiul  2iaftii£ati2a 

The  control  system  for  OFC-OI  funds  is  part  of  a 
hierarchical  financial  structure  which  exists  from  the  CNO 
level  to  the  operating  level.  Additionally,  the  BOR  and 
FHCR  support  a  strong  structural  system  of  collecting. 
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staring,  and  transacting  information.  Information  (e.g., 
obligations,  hours  flown,  gallons  of  fusl  consumsd)  is 
collected  at  ths  squadron  level,  recorded  in  standardized 
records,  and  transmitted  to  CNAP. 

Asiiiiii  9t&£iK&a 

The  control  system  for  OFC-OI  funds  has  three 
separate  activity  measures  -  budgeted  dollars,  budgeted 
flight  hours,  and  cost  per  hour.  Both  dollars  and  flight 
hours  are  established  on  a  quarterly  basis  as 
targets/planning  figures.  Cost  per  hour  is  established  in 
CM3  and  promulgated  on  the  CMO  OP-23.  All  three  measures 
are  compared  at  CHAP  against  actual  obligations,  hours 
flown,  and  cost  per  hour  as  reported  by  operating  units. 

5.  ziaaasial  SUasfeaca 

The  OFC-01  funds  control  system  is  built  around  a 
financial  structure  —  NA730  P-3013  accounting  and  OPNAV 
INSTRUCTION  7310. ID  flying  hour  cost  reporting.  The 
accounting  and  budgetary  3/stems  based  on  this  financial 
structure  serve  as  very  good  measuring  devices.  They  apply 
to  stated  standards  of  performance  (e.g.,  CPH,  3PTAS 
levels),  tend  to  rely  on  quantitative  data  (e.g., 
obligations,  hours  flown,  gallons  of  fuel  consumed),  and 
they  meet  most  of  the  criterion  Anthony  and  Herzlinger 
ascribe  to  control  devices. 

D.  COMPARISONS :  WEAKNESSES 

Along  with  the  noted  strengths,  the  comparison  of  the 
CNAP  control  system  for  OFC-OI  funis  with  the  control  system 
developed  in  the  model  highlights  several  notable 

weaknesses. 
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i-  Lisis  s£  jasiidiaa  eii&Udfii&Ua 

The  coat  col  system  doee  not  provide  for,  or  require, 
participation  of  the  squadron  Commander  in  setting  goals  and 
objectives  or  in  the  budget  process.  The  result  is  a 
potential  lack  of  goal  congruence  and  incentive  at  the 
squadron  level.  Since  there  are  no  written  or  focaally 
promulgated  goals  regarding  tha  eanagament  of  0PC-01  funds 
or  the  Flying  Hour  Program,  there  is  no  way  of  knowing  if 
the  goals  of  the  Squadron  Commanding  Officer  are  consistent 
with  the  goals  of  CHAP  and  CNO.  Additionally,  Squadron 
Coananding  Officers  receive  little  or  no  formal  information 
from  CHAP  regarding  how  their  financial  performance  relates 
to  the  overall  financial  goals  of  CNAP.  A3  pointed  out  in 
the  model,  involving  tha  manager  whose  performance  is  being 
measured  in  the  setting  of  goals  not  only  promotes  goal 
congruence  but  also  reduces  dysfunctional  behavior  because 
it  reduces  the  chance  that  poorly  understood  standards  will 
be  set. 

2.  Lifik  Eftt&JafilS 

There  is  very  little  operational  feedback  regarding 
financial  matters  provided  to  the  operating  squadrons. 
Although  CHAP  does  notify  squadrons  if  their  BORs  are  late, 
there  is  little,  if  any,  feedback  regarding  the  quality  of 
the  information  provided.  This  paucity  of  feedback  prevents 
tha  squadron  Commanding  Officer  from  measuring  squadron 
performance  and  from  adjusting  its  pscformance  to  meet 
organizational  goals. 

3.  a£ 

There  is  a  lack  of  foraal  CRAP  performance  appraisal 
(e.  g. ,  fitness  report)  of  sgu&dron  Commanding  Officers 
regarding  their  performance  in  managing  OPTAR  dollars. 
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flying  hours,  and  flying  ho ur  sosts.  Without  this  CNAP 
input  to  performance  appraisals,  that#  is  little  incentive 
for  ths  squadron  Commanding  Officer  to  review  and  validate 
his  cost  per  hour  information  or  to  validate  the  reported 
fuel  consumption  data  on  the  B3R.  The  validity  of  both 
itens  is  necessary  for  a  successful  Plying  Hour  Program. 

2121  ai  mi  2. 

OFC-01  funis  flow  directly  from  CNAP  to  the 
operating  squadrons  -  bypassing  the  Functional  Wing 
Commanders  and  Air  Wing  Commanders.  Although  such  a  flow 
provides  a  very  suitable  aethod  for  aonitoring  resource 
usage,  it  does  net  provide  the  squadron  immediate  superior 
in  command  (ISIC)  with  the  opportunity  to  measure  the 
financial  management  performance  of  the  squadron  Commanding 
Officer,  nor  does  it  provide  the  operational  control  which 
comes  with  the  "power  of  the  purse"  discussed  in  the  model. 

5 .  Span  qI  Control 

The  highly  centralized  nature  of  CNAP*s  OFC-01  funds 
control  system  also  contributes  to  another  significant 
weakness  -  too  large  a  span  of  control.  Even  with  a 
judgemental  decision  of  what  constitutes  an  appropriate  span 
of  control,  the  requirement  for  one  3taff  position  to 
monitor,  not  to  mention  control,  144  separate  DPTABS  in  the 
required  time  frames,  along  with  other  assigned  duties, 
appears  excessive.  The  time  consumed  just  in  record  keeping 
impairs  the  financial  decision  making  capability  of  the 
Staff. 

6.  i&adsmli  2l  mmauLSi 

The  present  standard  of  performance  -  cost  per  hour 
(CP H)  -  is  based  primarily  on  historical  data  which  does  not 
take  into  account  the  different  operational  phases  (e.g.. 


training,,  worning/ready  duty,  deployment,  stnnddown)  of 
individual  aviation  squadrons.  Siaca  there  is  no  suitable 
output  measure  of  OPC-01  funds  perfonance  such  as  quality 
of  training  or  readiness,  3FC-D1  input  cost  can  justifiably 
be  used  as  a  surrogate  aeasure  of  3FC-01  funds  perforaanca. 
However,  the  present  standard  (based  on  three  years  past 
usage  and  projected  operations}  should  be: 

(1)  nore  flexible  in  comparing  the  budgeted  cost  with 
actual  perforaanca,  or 

(2)  the  CPH  as  established  on  the  CNO  OP-20  Report  should 
be  regarded  as  a  budget  figure  and  not  as  a 
constraint,  or 

(3)  the  OP- 20  budgeted  costs  should  be  divided  into 
categories  based  on  the  operational  phases  of 
particular  squadrons. 

E.  SUMMARY  OF  CONCLUSIONS 

The  CNAP  control  system  for  0FT-31  funds  ha3  been 
identified  as  an  affective  fiduciary  control  system. 

However,  as  a  management  control  system  it  does  not  assure 
th3  level  of  information  required  by  2ND  in  supporting  the 
Navy  Flying  Hour  Program  nor  does  it  insure  effective 
utilization  of  resources.  The  control  system  strengths  and 
weaknesses  can  be  summarized  as  follows: 

(1)  The  present  system  is  very  specific  in  stating  its 
operational  objectives. 

(2)  CNAP  has  a  well  developed  information  system. 

(3)  The  Budget  OPTAS  Report  and  Flying  Hour  cost  Report 
support  a  strong  structural  organization. 
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(4)  The  CNAP  control  system  has  three  separata  planned 
activity  measures. 

(5)  The  control  system  is  based  on  a  financial  structure. 

UKZMSiZS. 

(1)  Squadron  Commanding  Officers  ace  not  involved  in 
setting  goals  and  objectives  in  the  budget  process. 

(2)  There  is  no  performance  Eeedback  to  the  squadron 
level. 

(3)  CHAP  has  nc  formal  input  to  tha  squadron  Commanding 
Officer's  fitness  report. 

(4)  The  flow  if  OFC-OI  finds  does  not  follow  the 
operations  1  chain  of  command. 

(5)  The  present  span  of  control  of  tha  CNAP  Staff  impairs 
the  decision  making  ability  of  the  Staff. 

(6)  The  CNO  budgeted  cost  per  hour  (CPH)  is  an  inadequate 
performance  measura  for  individual  squadrons. 

F.  RECOHHEID&TIOHS 

1 .  General 

The  recommendations  of  this  thesis  are  centered  in 
two  main  areas: 

(1)  The  control  system  3hould  be  used  to  hold  the  Squadron 
Commanding  Officer  responsible  for  the  adequate 
utilization  of  OPC-01  funds,  and 

(2)  management  control  of  OFC-OI , finds  should  be  of  as 
much  importance  as  the  fiduciary  aspects  of  the 
control  system. 

Based  on  the  comparisons  between  the  control  model  and  the 
CNAP  control  system  for  OFC-OI  funds  and  conclusions  drawn 
in  the  thesis,  specific  recommendations  are  presented. 
Although  these  recommendations  may  have  application  ir.  other 
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funds  management  control  areas  (a.g.#  AFM)  #  the 
recommendations  are  aimed  at  improving  the  decision  making 
process  in  the  management  of  OPC-OI  funds  at  CNAP. 
Recommendations  are  presented  in  ths  following  areas: 

(1)  flow  of  funds# 

(2)  performance  appraisal # 

(3)  revised  Budget  OPTAR  Report# 

(4)  performance  measures# 

(5)  feedback  to  operating  units#  and 

(6)  internal  review. 

2.  Ilfiw  ZL  EiBiS 

of  aawia&a  kiihai  ikaa  iitasiU  ftaa  £Ei£  iz  %ki  aaatatiaa 

aati*  As  discussed  previously  #  the  direct  flow  of  funds 
from  CNAP  to  operating  unit  does  provide  a  means  for 
monitoring  the  obligation  of  OPC-OI  funds#  thereby  enhancing 
fiduciary  control  of  those  funis.  However#  it  does  not 
provide  the  squadron's  immediate  superior  in  command  (ISIC) 
with  the  opportunity  to  observe  the  financial  management 
performance  of  the  squadron  Commanding  Officer. 

Allocation  of  OFC-7  1  funds  tnrough  the  chain  of 
command  would  increase  the  awareness  of  all  comiands  in  the 
chain  of  the  goals  and  objectives  of  the  Navy  Flying  Hour 
Program  (FHP)  .  By  directing  funds  turough  the  chain  of 
coimand#  the  ISIC  would  a33ume  soma  of  the  responsibility 
for  reviewing  and  validating  flight  operations  funds 
obligations  and  flying  hour  information. 

An  additional  benefit  of  Ibl?  involvement  in  the 
allocation  and  review  process  would  be  a  decrease  in  the 
span  of  control  of  CNAP' s  Staff  position  controlling  OFC-OI 
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funds.  CHAP  could  hold  the  Me  Mu?  or  Functional  Wing 
Commanders  responsible  for  the  validity  of  information 
submitted  by  their  subordinate  squadrons,  thereby  reducing 
CHAP'S  span  of  control  from  144  to  approximately  20  (6 
carrier  Air  Wings,  6  Functional  Wings,  Pleet  Marine  Forces, 
Pacific,  6  CV/CfH,  FASQTRA3  RUFAC)  .  In  addition,  such  of  the 
computational  effort  involved  in  sumarizing  flying  hour 
information  could  be  accomplished  at  the  levels  below  CHAP. 
This  would  enhance  increased  managsmsnt  opportunities  (e.g., 
variance  analysis,  trend  analysis)  by  the  staff. 

The  most  complex  and  far  reaching  of  the  thesis 
reccmmendat ions ,  changing  the  flow  of  OFC-01  funds  could 
possibly  require  CIHCPACPLT  approval,  although  the  author  is 
not  awaria  of  any  official  cegulatic  or  policy  that  would 
preclude  implementation.  It  is  &inz  possible  that  even 
without  the  actual  change  of  "flow  of  funds,"  the 
administrative  steps  of  tie  recommendation  could  be 
implemented  at  CHAP.  Specifically,  implementation  would 
req  uire : 

(1)  a  quarterly  grant  from  CHAP  to  the  Functional/Air  wing 
Commanders  with  the  OPTAR/Flyiig  Hour  grants  of  their 
assigned  squadrons, 

(2)  a  quarterly  message  from  the  Functional/Aic  Wing 
Commanders  to  their  issigned  squadrons  stating  the 
quarterly  OPTAR/Flying  Hour  grants, 

(3)  copies  of  all  BORs/FSCRs  be  3ent  to  their  applicable 
Functional/Air  wing  Commander  by  reporting  squadrons, 

(4)  that  all  OFC-01  fund  and  Flying  Hour  augmsntation 
requests  be  sent  to  the  applicable  Functional/Air  Wing 
Commander  vice  CHAP, 

(5)  that  the  responsibility  for  verifying  squadron  data 
validity  rests  with  the  Functional/Air  Wing 
Commander's  Staff, 
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(6)  the  possible  addition  of  another  billet  to  the 
Functional/Air  wing  Staff,  and 

(7)  summary  Flying  Hour  Program  information  from  the 
Functional/Air  Wing  Staffs  for  their  assigned 
squadrons  to  CNAP. 

3.  iailamasaa  AEEtaUal 


OFC-Q 1  Maagiment  E§£|:orm§nce  §hogl&  be  a 

aiiLi&s&nl  Racist  in  &ha  IZ1QLI  sicUtsaass  aEP-taiaai  of 
Squadron  Commanding  0^fjcec§.  Both  Reily  and  Sheppard 
(1380)  and  Bozin  (1981)  recommend  linking  funds 
administration  with  funis  (OFC-01,  0FC-50)  budget  execution 
when  evaluating  the  performance  of  finds  administrators 
(e.  g.  ,  Squadron  Commanding  Officers).  Bozin's  comments 
regarding  the  management  of  AFM  funds  are  applicable  to 
OFC-01  funds  as  well.  He  states. 


Ihe  I SIC  normally  writes  the  Derf or aance . evaluation  on  the 
ft  AS  or  Squadron  Commanding  Officer,  who  is  the  primary 
fund  manager.  Without  the  ISIC  directly  involved  in  the 
flow  of  funds  and  monitoring  of  AFS  funds  performance,  the 
chance  for  a  substantive  fitness  report  input  based  on  AFS 
management  is  unlikely.  Tyoe  Commanders  should  direct 
evaluators  to  specifically  Consider  AFM  funds  management 
in  conducting  performance  evaluations.  This  should  also 
be  done  by  Commanding  Officers  whei  evaluating  their  funds 
administrators  (ComptroLL ers)  .  The  combination  of  these 
two  recommendations  would  contribute  significantly  to  an 
increased  incentive  to  more  efficiently  and  effectively 
manage  AFM  resources  (193  1,  p.79)  . 


Furthermore,  direct  evaluation  of  resource  management 
performance  provides  incentive  for  the  squadron  Commanding 
Officer  to  carefully  review  and  validate  his  cost  per  hour 


information  and  fuel  consumption  datu  as  it  is  reported  on 
the  BOR  or  FHCR.  In  the  long  run,  such  steps  will  enable 
the  CNO  to  present  a  more  viable,  defensible  Flying  Hour 
Proqram  to  Congress. 

This  recommendation  could  be  easily  implemented  at 
the  Functional  and  Air  wing  Commander  level.  It  would 


require  a  statement  in  the  fitness  reports  of  Squadron 
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Commanding  0££ic«rs  regarding  their  management  o £  financial 
and  Flying  Hoar  resources.  This  recommendation  relies  on 
the  Functional/Air  Hing  Coaaander  baing  in  the  official  flow 
of  OFC-OI  funds  or  in  the  a dainistrative  flow  of  all 
correspondence  relating  tha  financial  and  Flying  Hoar 
Management  of  their  assigned  squadrons. 

<♦.  Msat  2in&  &Raz%  (22£) 

Xba  fasass.  2i  Us  aaiast  ogna  £SR2il  (&2£)  sharia 
ISJZiSSl*  The  revision  should  be  directed  at  making  the 
sguadron  Commanding  Officer  more  a  war  3  of  his  goals  and 
performance#  emphasizing  the  importance  of  the  information 
required  to  support  the  FHP ,  and  enhancing  the  management 
control  of  OFC-0 1  funds  at  CNAP. 

As  noted  in  chapter  III#  the  BOR  is  the  primary 
management  tool  used  in  monitoring  and  managing  the  funds 
and  resources  allocated  to  support  tie  FHP.  The  OFC-OI  BOR 
reports  three  items  of  importance  in  the  management  of 
OFC-OI  funds: 

(1)  cumulative  obligations# 

(2)  hours  flown  during  the  month  and  cumulative  flight 
hours  flown  fiscal  year  to  date#  and 

(3)  gallons  of  fuel  consumed  during  the  month. 

This  information  is  combined  with  information  reported  on 
the  AFM  (OFC-50)  BOR  to  prepare  tha  Flying  Hour  Tost  Report 
(FHCR)  which  is  submitted  to  CS3. 

The  present  OFC-OI  BOR,  shown  in  Figure  3.2#  is  used 
by  CNAP  to  measure  squadron  compliance  with  budgetary 
objectives.  However,  the  3FC-31  B3R  gives  the  squadron 
Commanding  Officer  little  measure  of  his  performance  in 
relation  to  the  CNO  budgeted  cost  per  hour. 


83 


It  is  recommended  that  the  peasant  0FC-D1  BOB  be 
modif .id  as  shown  in  Figures  5.  1  and  5.2.  The  aodiflcation 
emphasises  tha  iaportanca  of  FHP  information,  provides 
information  to  make  tha  squadron  Coaaanding  officer  more 
aware  of  his  goals  and  performance,  and,  because  of  its 
required  cost  per  hour  computation,  brings  immediate 
attention  to  any  inaccuracies  in  tea  reported  fuel 
consuaption.  The  modification  al30  provides  a  feedback  loop 
between  the  Type  Coaaander  and  squadron  by  requiring  the 
squadron  to  justify  significant  variances  between  actual  and 
budgeted  cost  per  hour,  mis  recoinendation  can  be 
implemented  at  the  CHAP  level.  It  requires  changing  the 
instructions  for  Budget  OPT  AH  Report  preparation  provided  in 
COS NA VAIKPACINST  7303. 11E,  "Financial  Banagement  of 
Resources;  instructions  concerning." 


Figure  5.1  REVISED  DFC-01  BODSET  OPTAR  REPORT  (BOR) 


1.  Delete  blocks  25,  25,  27,  28,  34,  35,  and  36. 

2.  Add  paragraph  3.  -  Plying  Hoar  Cost  Data. 

3.  Block  34:  applicable  aircraft  TEC. 

4.  Block  35:  the  number  of  operating  aircraft  in 
squadron  custody  as  of  2400  an  the  last  day  of  the 
report  month  for  the  applicaole  TEC. 

5.  Block  36$  the  number  of  gallons  of  JP-4/AVGAS 
consumed  during  the  report  month  for  the  applicable 

r  EC . 

5.  Block  37:  the  number  of  gallons  of  JP-5  consumed 
during  the  report  month  for  the  applicable  7EC. 

7.  Block  38:  the  flight  hours  flown  during  the 
report  month  plus  any  flight  hour  adjustments  to 
previous  reported  flight  hours  for  the  applicable  TEC. 

3.  Block  39:  the  actual  cumulative  flight  hours 
accomplished  for  the  FYTD  by  applicable  TEC. 

9.  Block  40:  same  as  Block  34  of  present  BOR. 

10.  Block  41:  Cost  per  hour  computation.  Under 
column  "A"  enter  applicable  TEC.  Under  column  "BM 
enter  budgeted  cost  per  hour.  Under  column  "C"  enter 
computed  quarterly  cost  per  hour,  Subtract  FYTD 
through  previous  quarter  obligations  and  hours  from 
current  FYTD  obligations  and  hour3.  Divide 
obligations  for  the  quarter  by  hours  flown  for  the 
quarter  to  obtain  quarterly  cost  per  hour.  Under 
column  MD"  enter  computed  FYTD  cost  per  hour. 

Divide  FYTD  obligations  by  FYTD  cumulative  flight 
hours  to  obtain  FYTD  cost  pec  hour. 

11.  Block  42:  Amplifying  information.  Remarks 
required  for  the  following  conditions: 

a.  late  BOR  submission. 

b.  quarterly  cost  o  er  hour  differs  from  rhe 
granted  cost  per  hour  oy  more  than  plus  or  minus  5 
percent. . 

12.  Block  43:  Type  Commander  Data. 

13.  Block  44:  Verifying  official. 


Figurm  5.2  IHSTHtJCTIOHS  FOR  REVISED  OFC-01  BOR. 


IMT  r  "Capxra*-*- 
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5.  £&£&U1££&  llliaSEI  5 


xm  mdsumd  ssst  eai  asai  sUidizi  sfesald 

iasstgamm  im  &££sc&&£  amaUsmi  emsss  a£  aiiitisu 

SlilS*  The  cost  per  hour  established  in  the  CHD  0P-2Q  is  a 
budgeted  figure  based  on  the  projected  average  fleetvide 
cost  per  hour  for  a  given  Type/Model/Ssries  <TMS >  aircraft. 
The  CPH  does  not  directly  apply  to  the  different  phases  of 
squadron  operations.  There  are  significant  differences  in 
the  flying  hours  flown  and  OFC-OI  fund  obligations  for  an 
operating  squadron  between  the  four  operational  phases  - 
training,  working/teady  duty,  deployment,  and  standown. 

As  Type  Comoandar,  CHAP  can  use  historical  data  to 
establish  cost  per  hour  levels  that  correlate  to  the 
operational  phases  of  his  assigned  squadrons.  lasts  per 
hour  based  on  the  operational  phases  of  the  squadrons  would 
be  more  realistic  objectives  for  the  squadron  to  achieve  ana 
would  provide  a  viable  standard  to  be  used  to  measure  the 
performance  of  squadron  Coamanding  3ffic6rs. 

This  recommendation  could  be  implemented  at  either 
the  CNO  (OP-51)  level,  or  a  t  the  CHAP  level.  Since  CPH  is 
based  primarily  cn  historical  data,  implementation  would 
require  identifying  those  reported  costs  applicable  to  the 
various  operational  phases  of  assigned  squadrons. 
Identification  could  be  accomplished  by  coding  the  BOR/FHCR 
for  the  operational  phases.  Once  the  data  base  is 
established  CNAP  and  the  Squadron  Commanding  Officer  would 
have  a  more  realistic  measure  of  squadron  budgeted  cost  per 
hour  execution. 


84 


5S8SS85S5BB5B^^*««^Si'wiSSww 


’‘*TTT 


**V^*F! 


W  * 1  'I"  ■(■■  *  II  u|  iniii  « i  pg  mi  i 


6.  laalfcasis  ia  fi£5tatina  anils 

£M£  shajAi  £csxiii»  si  isssl  amiislx*  iniasanlian 
an  QlSz&l  £nn4s  Anuiaml  la  a il  sais&lina  anils.  an4  Hail 

XSICIS*  Manage aent  control  would  be  enhanced  by 
disseminating  the  following  information  down  the  chain  of 
cob nand: 

(1)  actual  aonthly/quarterly  IMS  cost  per  hour  versus 
standard  cost  per  hour, 

(2)  those  squadrons/activities  that  consistently  submit 
valid  obligation,  flying  hour,  and  fuel  consumption 
data  within  the  prescribed  tins  frames,  and 

(3)  the  number  of  units  requesting  3PTAR  and/or  flying 
hour  augmentations,  the  number  of  each  not  granted, 
and  the  reasons  for  not  granting  the  requests. 

Feedback  of  this  type  would  enhance  the  management  control 
of  GFC-01  funds  in  three  specific  ways.  First,  it  tells  the 
operating  unit  that  attention  is  being  paid  to  the 
information  submitted  in  the  BOB,  FHIR,  and  augmentation 
requests.  Second,  by  identifying  those  commands  with  good 
performance,  it  encourages  the  operating  unit  to  submit 
valid  information.  Third,  it  provides  the  ISICs  and  unit 
commanders  with  CNAP’s  assessment  of  uni-c  financial  and 
flying  hour  management  performance. 

Implementation  requires  unilateral  action  by  the 
Staff,  CNAP,  The  information  to  be  provided  to  the 
operating  units  and  Functional/Air  wing  Commanders  is 
readily  available  and  the  reported  CPH  versus  standard  CPH 
is  already  reported  in  Staff  internal  management  reports. 
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G.  SUHHAHY  OF  BZCOMHBH  DAT  IONS 

Based  on  the  analysis  of  the  thesis  and  the  conclusions 
presented,  the  following  recommendations  to  improve  the 
management  control  of  OfC-DI  funds  ware  aade: 

(1)  Allocate  OFC-O 1  funds  through  the  operational  chain  of 
command. 

(2)  Fund  administrators'  performance  evaluations  should  be 
linked  with  their  OFC-01  fund3  budget  execution. 

(3)  The  format  of  the  B3B  should  be  revised. 

(4)  The  budgeted  cost  par  hour  standard  should  incorporate 
the  different  operational  phases  of  aviation  units. 

(5)  CNAP  should  provide  feedback  on  DFC-01  funds 
management  to  all  operating  units  and  their  ISICs. 


H.  SUGGESTIONS  FOB  FOTUBE  STUDY 

There  are  two  areas  raiated  to  FLight  Operations 
(0FC-Q1 )  funis  management  and  the  Savy  Flying  Hour  Program 
(FHP)  that  are  suggested  for  future  study.  First,  the 
relationship  between  budget  execution  and  aircraft  readiness 
should  be  examined.  Second,  the  validity  of  cost  per  hour 
(CP H)  as  a  measure  of  performance  for  the  Flying  Hour 
Program  (FHP)  is  should  be  investigated. 

The  ultimate  goal  of  any  military  organization  is 
readiness.  In  aircraft  sguadrons,  readiness  is  measured  in 
a  number  of  ways  (e.g.,  percentage  of  trained  crews 
available,  training  level  of  the  available  crews,  airframes 
available).  Cost  per  hour  is  a  statistical  measurement  of 
the  average  cost  per  average  hour  of  aircraft  operation. 

The  cost  per  hour  measureiant  is  an  indicator  of  the  cost  to 
fly  a  given  number  of  hours,  whereas  a  readiness  aeasurement 
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such  as  aircrew  training  caadiness  is;  also  a  function  of 
flight  time.  "What  is  tha  cost  of  readiness?'9  is  a  question 
being  asked  by  aany  sourcas  including  the  Congress,  the 
Office  of  Manage  sent  and  Budget,  and  Department  of  Defense 
itself.  “What  is  the  cost  of  aircraft  readiness?"  is  an 
araa  of  potential  future  rasearch. 

OFC-01  funds  cost  per  hour  (CPH)  is  a  statistical 
figure  based  upon  historical  fund  obligation  data.  7he  CPH 
is  an  indicator  of  the  resourcas  raguired  to  support  a 
certain  amount  of  flight  time.  Tha  :  PH  is  used  by  CNAP  to 
measure  the  performance  of  reporting  squadrons  in  meeting 
tha  budgeted  cost  per  hour  objactivas  establishad  in  the 
OP-20.  As  developed  in  this  thesis,  and  the  theses  by  Reily 
and  Sheppard  (1980)  and  Bozin  (1982),  direct  aviation 
support  funds  management  is  principally  fiduciary  ir.  nature. 
CPH  compares  resources  expanded  to  hours  flovn.  Ths:  FtfP,  on 
tha  other  hand,  is  established  to  support  operatione.l  and 
training  requirements.  Oparational  or  training  'reaidiness' 
is  the  desired  result  (a.g.  ,  hours  ::Lown  for  n33ign-;d 
mission,  carrier  qualifications).  The  PHP  is  budgeted  and 
funded  based  on  the  historical  cost  par  hour.  While 
readiness  is  the  desired  rasult  of  tha  FHP ,  the  actual 
measure  of  the  program  is  cost  per  hour.  There  appears  to 
be  no  correlation  between  Z PH  and  tha  achievement  or 
maintainence  of  a  level  of  raadinass.  Thus,  the  validity  of 
using  cost  per  hour  as  tha  measure  of  performanca  for  the 
Navy  Flying  Hour  Program  3hould  be  investigated. 

I.  SOHHAHY 

This  thesis  has  exaiinad  the  munageaent  control  of 
OPC-01  funds  at  CNAP.  An  attempt  has  been  maka  to  provide 
information  that  will  be  useful  in  iiproving  the  management 
of  those  funds.  As  noted  in  the  conclusions,  tha  existing 


coatrol  for  0FC-01  funds  provides  fiduciary  control  and  is  a 
sound  basis  for  improved  lanageaent  control  of  DFC-01  funds. 
The  r scon asndat ions  presented  provide  an  opportunity  for: 

(1)  the  Squadron  Coaaanling  Officers  to  compare  squadron 
performance  with  tha  CNO  budgeted  cost  per  hour#  and 

(2)  facilitating  more  accurate  reporting  of  fuel 
consuaption  data. 

Tha  benefits  of  iapleaenting  the  recommendations  of  the 
thesis  would  accrue  to  CNf&P  and  tha  Kavy  as  a  whole. 


ismeu  & 

THE  FEDERAL  BUDGET  PROCESS 

The  federal  budget  process  is  composed  of  overlapping, 
interrelated  cycles,  and  may  be  broken  down  into  four 
distinct  phases.  These  four  phases  are  termed:  (1) 
executive  formulation  and  transmittal:  (2)  congressional 
enactment;  (3)  budget  execution  and  control;  and  (4)  review 
and  audit.  The  first  phase  is  further  broken  down  into 
three  stages:  planning,  programming,  and  budgeting.  The 
four  phases  are  described  in  this  appendix.  Except  where 
noted,  the  material  is  draiin  from  the  Practical 
Comptrollership  Course,  Student  Text,  of  the  Naval 
Postgraduate  School,  Second  Edition,  pp.  A-3  to  27. 

A.  EXECUTIVE  FOBHU LATION  AID  TRANSMITTAL 

The  executive  formulation  phase  of  the  budget  process 
provides  the  basis  for  deciding  which  programs  an  agency 
should  pursue  in  an  effort  to  achiave  its  overall  goals  and 
objectives.  This  process  is  extremely  complex  in  an  agency 
as  large  and  diverse  as  tha  Department  of  Defensa  (DOD)  , 
especially  given  that  agency's  broad  goal  of  providing  for 
tha  national  defense.  In  order  xo  give  some  structure  to 
the  decision-making  process  within  his  Department,  Robert 
McNamara,  Secretary  of  Defense  in  tha  aarly  196D's, 
instituted  the  Planning,  Pc ogramming,  and  Budgeting  System 
(PPBS).  Two  valuable  improvements  to  the  decision-making 
process  accrued  with  tha  advent  of  PPBS.  First,  focus  was 
centered  more  on  objectives  and  purposas,  and  tha  long-term 
alternative  means  for  achiaving  them,  rather  than  merely  on 
the  existing  base  and  incra mental  improvements  to  it. 
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Second,  the  process  of  progressing  brought  together  planning 
and  budgeting  by  defining  a  procedure  for  the  equitable 
distribution  of  available  resources  among  competing 
programs.  Based  on  sound  principles,  the  PPBS  system  was 
incorporated  into  other  government  agencies  by  the 
mii-1960's,  but  in  1971  it  was  “...officially  abandoned  by 
the  federal  government. ...  I  ts  basis  ideas,  however,  live 
on.  ..under  other  labels,  in  the  federal 
agencies. ...  (Indeed)  ,  the  system  continues  essentially 
unchanged  in  the  Department  of  Defense'1  (Anthony  and 
Herzllnger,  1980,  p.304). 

The  three  phases  of  PPBS  may  be  described  as  follows: 

(1)  PLANNING.  The  planning  phase  begins  with  the 
preparation  and  submission  of  the  Joint  Strategic  Planning 
Document  (JSPD)  by  the  Joint  Chiefs  of  Staff  (JCS) ,  which 
assesses  the  threat  to  Jnited  States  security  and  develops 
force  objectives  to  assure  that  security.  The  Secretary 
of  Defense  (SECDEF)  uses  the  JSPD,  along  with  Office  of 
the  Secretary  of  Defense  (OSD)  inputs  to  formulate  his 
Defense  Guidance  for  program  development.  This  is  issued 
to  the  three  military  departments  and  concludes  the 
planning  phase. 

(2)  PROGRAMMING.  In  the  programming  phase  the  Defense 
Guidance  strategy  is  translated  into  program  force 
structures  in  terms  of  resource  re guirements,  including 
personnel,  material,  and  money.  This  is  done  by  each 
military  department  in  the  form  of  Program  Objective 
Memoranda  (POM).  The  Navy  PJM,  for  example,  is  the 
Secretary  of  the  Navy's  annual  recommendation  to  SECDEF 
for  the  application  of  Department  of  the  Navy  (DON) 
resources.  The  JCS  then  issues  a  Joint  Program  Assessment 
Memorandum  (JPAM)  ,  which  gives  JCS  views  on  the  adequacy 
of  the  composite  force  and  resource  levels  presented  in 
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the  department al  PONs.  SECDEF  analyzes  the  JPAM  and  PONs 
and  then  develops  a  Program  Decision  Nemorandtia  (PDM)  . 

This  PDM  forms  the  basis  of  Uis  program  recoiaendat ior.s  to 
the  President  and  is  the  final  step  of  the  programming 

phase. 

(3)  BUDGETING.  This  is  the  last  step  in  the  PPBS  cycle. 

In  this  phase  the  programs  developed  and  approved  in  the 
preceding  stage  are  translated  into  annual  funding 
requirements  by  their  respective  service.  These 
requirements  are  forvarded  to  OSD  where  SECDEF  makes  his 
final  choices  of  recommended  programs  within  any 
appropriate  budget  planning  constraints.  The  final  OSD 
budget  estimate  is  then  forwarded  to  the  Office  of 
Management  and  Budget  (DIB) ,  After  taking  inputs  for  all 
departments  and  agencies,  OMB  prepares  the  President's 
budget  for  submission  to  Congress. 

B.  CONGRESSIONAL  ENACTMENT 

Following  the  executive  formulation  phase  of  the  budget 
process  is  the  Congressional  enactment  phase.  This  process 
is  governed  by  the  Congressional  Budget  and  Impoundment 
Control  Act  of  1974.  Although  it  contains  several 
significant  provisions,  the  one  most  relevant  to  this  paper 
is  its  establishment  of  an  orderly,  structured  Congressional 
budget  enactment  process.  The  Act  basically  provides  for 
four  phases  to  this  proce33  which  are  described  below: 

(1)  BUDGET  SUBMISSION.  By  November  10th  the  President 
submits  to  Congress  a  current  services  budget,  which 
estimates  the  cost  of  continuing  all  current  programs  at 
their  present  level,  Within  15  days  after  Congress 
convenes  in  January,  the  President  submits  his  annual 
budget  including  the  Defense  budget  as  prepared  ia  the 
executive  formulation  stage,  shortly  ther-iafter. 
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Congressional  committees  begin  hearings,  including 
testimony  for  both  proponents  and  opponents  of  the 
programs,  in  order  to  filly  investigate  and  analyze  the 
budget. 

(2)  AUTHORIZATION.  In  tie  budget  enactment  process 
Congress  follows  a  two-step  authorization  and 
appropriation  procedure.  In  this  phase  they  complete  the 
authorization  step.  This  is  the  enactment  of  specific 
legislation  authorizing  an  agency  to  pursue  particular 
programs  or  activities.  It  does  not  provide  funds,  but 
normally  sets  maximum  dollar  amounts  to  be  appropriated  or 
maximum  manpower  force  levels  for  specific  programs. 
Authorization  legislation  for  the  uniformed  military  is 
under  the  primary  cognizance  of  the  House  and  Senate  Armed 
Services  Committees.  During  this  phase  Congress  also 
adopts  the  First  Concurrent  Resolution,  which  is  an 
estimate  of  gross  revenue  receipts  and  budget  expenses. 

It  establishes  spending  targets,  the  level  of  budget 
surplus  or  deficit  and  the  level  of  public  debt. 

(3)  APPROPRIATIONS.  Once  a  progran  receives 
authorization,  it  acquires  tae  fund3  for  execution  through 
the  enactment  of  appropriations  legislation.  This  process 
is  steered  by  the  House  and  Senate  Appropriations 
Committees  and,  for  the  military  services,  their  Defense 
Subcommittees.  These  appropriations  are  basically 
developed  within  the  constraints  of  the  previous 
authorization  legislation. 

(4)  RECONCILIATION.  In  this  phase  Congress  adopts  the 
Second  Concurrent  Resolution,  which  either  reaffirms  or 
revises  the  First  Concurrent  Resolution  and  modifications 
thereto.  If  necessary,  it  reconciles  any  differences 
between  the  two  resolutions  and  establishes  budget 
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ceilings  by  functions  ani  a  floor  for  budget  receipts, 
rheir  action  results  in  the  annual  budget  of  the  United 
States  government. 

C.  BUDGET  BXECUTIOH  AHD  CD  HTRDL 

Once  the  budget  is  anacted  by  Congress  it  becomes  the 
financial  plan  for  operations  of  each  specific  agency. 
Normally  appropriations  ani  other  buigetary  resources  are 
apportioned  by  the  Director  of  0MB  to  the  agencies  on  a 
quarterly  basis.  The  main  objective  of  this  apportionment 
system  is  to  ensure  the  affective  ani  orderly  use  of  the 
funds  and  preclude  over-obligation. 

D.  REVIEW  AHD  AUDIT 

This  final  phase  of  the  budget  prorass  runs  both 
concurrently  with  the  execution  phase  and  following  it.  The 
individual  agencies  are  responsible  for  ensuring  that  the 
obligations  they  incur  are  in  accord  with  the  appropriate 
legislation  and  ether  existing  laws  ini  procedures. 
Additionally,  OMB  and  the  General  Accounting  Office  (GAO) 
conduct  reviews  and  audits  of  the  agencies. 
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i&m&is  § 

AUTHORIZED  0FC-01  PUHD  EXPENDITURES 
( 1 1  Fuel  and  lubricants  far  aircraft 

(2)  Aviators  equipment  *  NAVAIR  allowance  list  0035QH  pertains 
( 3|  Colored  jerseys  -  utilised  to  identify  squadron  personnel  used  in 
the  launch  and  recovery  of  aircraft 

(4)  Consumable  office  supplies 

(5)  Aerial  film  and  recording  tape  used  in  flight 

(6)  Line  crew  safety  equipaent 

(7)  Liquid/breathing  oxygan  and  nitrogen 

(8|  maintenance/servicing  costs  at  tl 3 A F  bases  (flight  packets) 

(9)  Forms  and  publications  (Navy  stock  system) 

(10)  Attorney's  fees  -  in  foreign  countries  with  TYCOM  approval 

(11)  Professional  publications;  including  books  and  magazines 

(12)  Squadron  plaques  -  for  CO,  XO  aid  retention  efforts  (sea 
COMNAVAIRPAC  SAN  DIE30  CA  MSG  1M701Z  FEB  31) 

(13)  Incentive  awards  -  as  prescribed  in  5ECNAVINST  1650.  24  series 

(EXTRACTED  FROM  SAVSO  P-3013-2  APPENDIX  11) 
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■  IVY  FLU  116  BOOB  PROGBAH 


A.  P DEPOSE 

The  purpose  of  this  appendix  is  to  delineate  the 
methodology  utilized  to  produce  the  Navy  Flying  Hour  Program 
(FHP)  . 

B.  BACKGBOUBD 

The  Flying  Hour  Program  is  the  simplex  statement  of  all 
requirements,  budgeted  holes,  associated  costs,  fuel  usage 
and  readiness  milestones  for  Naval  Aviation  forces.  The 
factors  used  to  delineate  the  program  have  been  developed  by 
Fleet  Commanders,  in  conjunction  with  the  OPNAV  staff, 
through  experience  and  ongoing  review.  These  factors  are 
designed  to  present  from  a  macro  point  of  view,  the  Navy 
FHP. 

To  provide  a  least  common  denominator  for  comparison  and 
costing  purposes,  the  FHP  is  expressed  in  terms  of  hours. 
Many  of  the  factors  represent  averages  and  are  not  intended 
to  depict  fully  the  minute  detail  of  the  program. 

It  must  be  understood  that,  in  the  Navy,  the  Fleet 
Commander  has  full  authority  and  responsibility  for  the 
execution  of  his  assigned  mission  within  allocated  assets. 

To  this  end,  the  exhibits  which  comprise  the  FHP  are  guides 
to  be  utilized  in  the  execution  of  tie  overall  aission. 

The  bulk  of  the  FHP  (73  X)  is  contained  within 
CINCLANTFLT/CINC EACFLT  programs.  The  Undergraduate  Pilot 
Training  Program  (UPT)  comprises  25%  of  the  FHP  and  the 
remaining  5%  is  in  the  CINCOSNAVEUR,  CN3,  and  CMC  programs. 
Each  of  these  major  components  will  be  discussed 
individually  below. 


95 


an 


C.  FLEET  PROGRAMS 

The  Fleet  Commanders'  FHP's  are  divided  into  three  major 
categories: 

(1)  T  AC  AIR/ is  M  ,  operational  combat  units; 

(2)  FLEET  READIHES S  SQUAD RONS .  units  which  provide 
transition  and  refresher  training; 

(3)  FLEET.  TACTICAL  SUPPD 
yea  and  shore. cased  aiss 
programs  are  included  as 
Commander's  FHP. 

D.  T  AC  AIR/ AS!  (SCHEDULE  At 

1 .  mess 

The  key  factor  here  is  the  force  levels  (OE) 
assigned  to  each  fleet.  FHP  force  levels  are  derived  from 
the  FTDP  document  known  a3  the  Aircraft  Program  Data  File 
(APDF) .  To  account  for  increasing/decreasing  force  levels 
(e.  g. ,  F-14/F-4)  an  averaging  technique  is  employed  to 
produce  the  number  of  aircraft  to  be  operated,  ou  the 
average,  for  each  of  the  FI  DP  years. 

2.  ea£W 

For  each  type  squadron  a  flight  crew  manning  factor 
has  been  derived  which  determines  the  number  of  crews 
required  for  that  organization  to  carry  out  its  assigned 
mission.  This  factor  is  kaown  as  the  CREW/SEAT  Ratio  (CSR) . 

3.  asm 

For  each  type  aircraft,  the  Fleet  Commander  has 
determined,  through  experience,  the  hour  milestones  to 
maintain  stated  objectives.  The  "yardstick”  is  Primary 
Mission  Readiness  (PMR)  ,  PMR  is  those  hours  required  to 
maintain  the  average  flight  crew  qualified  and  current  to 
perform  the  primary  mission  of  the  assigned  aircraft;  to 


?T,  units  which  support  fleet  air, 
ons.  Fleet  Marine  Force  (FMF) 
part  of  the  appropriate  Fleet 
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include  all-weat her/day/nig ht/carrier  operations  as 
appropriate. 

To  provide  guidelines  for  the  squadron  commander  for 
the  execution  of  his  trailing  program,  each  Fleet  Commander 
publishes  a  Training  and  Readiness  Manual  (R/T  Manual)  . 

Thase  manuals  are  approved  by  CNO.  They  delineate  those 
evolutions  deemed  essential  to  attainment  and  maintenance  of 
the  desired  readiness  laval.  These  milestones  are  equated 
to  a  number  of  flying  hours  required  for  their  completion. 
Thase  numbers  are  averages  of  averages  -  accounting  for  the 
relative  experience  and  skill  levels  of  all  assigned  crews. 
These  average  numbers  reflect  deployed  as  well  as 
non-deployed  milestones. 

It  must  be  noted  that  there  is  no  intent  in  the  FHP 
or  the  R/T  Manual  to  imply  that  every  crew  will  be  allocated 
the  prescribed  hours  nor  that  they  will  achieve  each  of  the 
R/T  Manual  evolutions  every  month,  but  that  they  will 
average  that  number  of  hours/evolutions  (or  less)  over  the 
entire  year. 

4  •  COMPUTATIONS 

Force  Levels  (UE) ,  Crew  Seat  Ratio  (CSRl  ,  ana  PMR 
hours  are  combined  as  follows  to  compute  the  annual  FHP 
requirement  for  each  TACAIR/ASW  squadron: 

UE  X  CSR  =  CREWS  CREWS  X  PMR  HRS  X  MONTHS  +  STAFF  HP.S  = 

RQRMNT 

For  example,  the  annual  requirement  for  8  squadrons  of 

F-14's  would  be: 

ACFT  X  CSR  =  CREWS  96  1.21  115.2 

CREWS  X  PMR  HRS  X  MONTHS  ♦  STAFF  HRS  =  RQRMNT  116.2 

23  12  1680  3 3 , 7 '4 0 
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r  AC  AIR/AS  w  Program  Factors  are: 


ACFT 

NAVY  CSR 

PUR  HRS 

ACFP 

MARINE  CSR 

PMR  HRS 

A -6 

1.  15 

25 

A-4 

1.40 

23 

EA-68 

1. 50 

25 

A-6 

1.25 

25 

A-7 

1.  42 

23 

A  V-8 

1.40 

21 

A-7E 

1.42 

25 

EA-6 

1.25 

25 

F-4 

1.  17 

23 

F-4 

1.25 

23 

F-14 

1.  21 

23 

H-45 

1.10 

27 

H-2 

1.25 

29 

H-5  3 

1.10 

28 

E-1 

1.63 

29 

OV-IO 

1.20 

23 

RA-5C 

1.  25 

20 

KC-1 3) 

1.80 

49 

RF-8G 

1.33 

23 

AH- 1 

1.  10 

27 

H-2 

2.  30 

29 

UH-1 

.85 

28 

S-3 

1. 50 

32 

RF-4B 

1.40 

23 

P-3 

1.38 

52 

E.  FLEET  READINESS  SQ0AD80  NS  (SCHEDULE  B) 

The  hour  requirement  for  FRS  squadrons  is  a  function  of 
tha  number  of  students  to  be  trained.  Students  are 
programmed  by  category,  each  category  requiring  a  prescribed 
number  of  hours  to  train;  resulting  in  the  required  hours. 


1 .  C&X&&RX 


Category  descriptions  are  as  follows; 

I  A  new  pilot  right  out  of  UPT. 

II  A  transition  pilot;  fleet  experienced  but  not  in  this  particular 
airplane,  but  not  current. 

III  A  refreshar  pilot;  fleet  axperianced  in  this  particular  airplane, 
but  not  current. 


IV 


A . refr 
aircra 


mander)  . 


V  special  student  (Farcy  Pilot,  Foreign  Pilot,  etc.). 
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2.  flQ2£5 


Syllabus  hours  plus  all  overhead  hours  required  to 
completely  train  the  student  (chase  flights,  adversary 
flights,  incomplete  flights,  raflys,  aaintenanca  test 
flights,  weather  aborts,  ate.) 

F.  FLEET  TACTICAL  SUPPORT  (FTS)  (SCHEDULE  C) 

1 .  asm 

Annual  planning  factors  (utilization  rate)  are 
maintained  for  each  aircraft  assignai  in  the  FTS  role. 

Thase  rates  are  updated  by:  (a)  past  year  accomplishment, 
and  (b)  Fleet  Commander  input. 

2.  E2BCSS 

Aircraft  forces  are  assigned  to  FTS  by  OPNAV  to  meet 
projected  support  requireaents. 

3.  SQflEmiJM 

UTILIZATION  RATE  X  FORCES  =  HOURS  REQUIRED 

6.  UNDERGRADUATE  PILOT  TRAINING  (UPT| 

Annual  planning  factors  are  maintained  for  each  aircraft 
as  a  function  of  the  Pilot  Training  Rate  (PTR)  mix  of  jet, 
prop,  and  helicopter  pilots  to  be  trained.  Program 
requirements  are  computed  by  CNET  and  forwarded  to  CNO 
(OP-51C)  for  inclusion  in  the  overall  FHP. 

H.  STATE  OF  READINESS 

Fiscal  constraints  ovar  the  past  several  years  have 
necessitated  reduction  below  the  level  of  Primary  Mission 
Readiness.  OSD  and  CNO  have  accepted  as  a  minimum  88%  PMR 
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(TACAIB/ASW)  for  the  long  tern.  85 X  of  established  Fleet 
Tactical  Support  requirements  will  support  this  reduced 
readiness  level.  Readiness  Training  Squadrons  and  OPT 
requirements  nust  be  aet  to  provide  a  stable  pacsonnel 
situation  and  long  tera  readiness  through  100%  training.  To 
maintain  deployed  forces  at  an  adequate  level  of  readiness, 
they  are  allocated  sufficient  assets  to  support  full  PUB. 
Units  in  workup  phase,  preparatory  to  deployment,  are  also 
allocated  full  PHR  hours.  This  procedure  provides 
acceptable  readiness  for  tiese  forces,  at  the  expense  of 
non-deployed  units. 

I.  CXHCUS1AVEUB/C10/CHC  PROGRAMS 

The  NAVEUB,  CNO,  and  CMC  FHP's  are  primarily 
adeinistrative  support  programs.  Hoar  reguireaents  are 
derived  in  the  sane  manner  as  FTS  (SCHEDULE  C)  requirements 
for  CINCLANT/PAC  FLT . 


AFM 

APF 

CNO 

COMNA VAIRLANT 

COM  NA VAIRPAC 

CNAL 

CNAP 

CPU 

FAADCPAC 

FASOTRAGRUPAC 

FHCR 

FHP 

FYF  D 

NAVCOMPT 

OB 

OFC 

OFC-OI  FUNDS 

OPNAV 

OPTAR 

OP-20 

OSD 

O&MN 

POL 

SECDEF 

TEC 

TMS 

TYCOM 


*££M5II  Q 

GLOSSARY  OF  ACRONYMS 

AVIATION  FLEET  MAINTENANCE 
ANNUAL  PLANNING  FIGURE 
CHIEF  OF  NAVAL  OPERATIONS 


COMMANDER , 

NAVAL 

AIR 

FORCES, 

U.  S. 

ATLANTIC  FLEET 

COMMANDER  , 

NAVAL 

AIR 

FORCES, 

U.S. 

PACIFIC  FLEET 

COMMANDER  , 

NAVAL 

AIR 

FORCES, 

0.  S. 

ATLANTIC  FLEET 

COMMANDER  , 

NAVAL 

AIR 

FORCES, 

3.  S. 

PACIFIC  FLEET 

COST  PER  HOUR 

FLEET  ACCOUNTING  AND  DISBURSING  CENTER  PACIFIC 

FLEET  AIR  SPECIAL  OPERATIONS  TRAINING  GROUP  PACIFIC 

FLYING  HOUR  COST  REPORT 

FLYING  HOUR  PROGRAM 

FISCAL  YEAR  TO  DATE 

COMPTROLLER  OF  THE  NAVY 

OPERATING  BUDGET 

OPTAR  FUNCTION  CATEGORY 

FLIGHT  OPERATIONS  FUNDS 

OFFICE  OF  THE  CHIEF  OF  NAVAL  OPERATIONS 

OPERATING  TARGET 

CNO  FLYING  HOUR  PROGRAM  BUDGET  DOCUMENT 

OFFICE  OF  THE  SECRETARY  OF  DEFENSE 

OPERATION  AND  MAINTENANCE,  NAVY  APPROPRIATION 

PETROLEUM,  OIL  AND  LUBRICANTS 

S  ECRET  ART  OF  DEFENSE 

TYPE  EQUIPMENT  CODE 

TYPE/MODEL/SERIES 

TYPE  COMMANDER 
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